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STATE SUPERVISION OF LOCAL FINANCE 
T= field covered by the subject of this paper stands as a 


middle ground between two extreme views on the re- 
lation of the state to its local units. One extreme is 
represented by the Home-Rule doctrine, which, in its full flower, 
insists upon a large measure of local independence and freedom 
from state supervision or control in matters of finance as in all 
other matters of local policy. The other extreme is represented by 
those who offer, as a solution for the trouble and difficulties which 
local governments may encounter with any given service, com- 
plete centralization of financial and administrative responsibility 
for that service into the hands of the state. While it is possible 
that under some particular set of circumstances, one or other of 
these extreme views may have a certain validity, it is clearly 
impossible to concede that either extreme alone would provide a 
satisfactory solution of the broad problem of the relationship 
of the state to its local units under all circumstances. Complete 
centralization of all administration into state hands would be, 
indeed, a solution of local administrative and financial difficulties 
—a solution which would entirely dispense with the question of 
state supervision of local units, as there would be nothing to super- 
vise thereafter. 
The case for local independence would become stronger if we 
were actually in motion toward the goal of local governmental 
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reorganization and functional reallocation, whereby we might 
expect the emergence of local units better adapted to the efficient 
and economical performance of financial and other functions than 
are so many of the existing local units. Until there is marked 
progress toward this goal, however, belligerent emphasis upon 
Home Rule without state supervision must be condemned and 
resisted. Even under the most perfect conditions of local govern- 
mental reconstruction, it is quite unlikely that all need for the 
state’s supervisory oversight will disappear. 

No one has seriously proposed complete state centralization 
of all services now performed locally. In a few states the entire 
burden of schools and roads has been assumed by the state 
government. The chaotic condition of local governmental or- 
ganization is too well known to warrant repetition, but it appears 
reasonable to assume that the logic which has been applied to 
support state assumption of financial and administrative re- 
sponsibility for schools and roads would also support state as- 
sumption of the police service or the health service or any other 
service, for which the existing local financial base or the local 
administrative capacity seemed inadequate. 

The extreme Home-Rule doctrine and the extreme state- 
centralization doctrine are both defective in their scope and in 
their grasp of the fundamentals of the main problem. This central 
problem is that of providing an administrative structure, state 
and local, and a distribution of functional and financial responsi- 
bilities to the various parts of this administrative structure, so 
that the people may secure and enjoy the desired flow of govern- 
mental services at least cost. I reject utterly and im toto the idea 
that there can be lasting social benefit from the expenditure of 
larger sums by government than are necessary for the efficient 
performance of public services. The task of vital importance 
before the political scientist and the practical public administra- 
tor is that of planning such rearrangement of functional and 
financial responsibilities as will increase governmental efficiency 
and leave more dollars in the taxpayers’ pockets. Despite all that 
has been done, we have advanced no further than the threshold 
of the research that lies ahead before we can wisely plan this re- 





STATE SUPERVISION OF LOCAL FINANCE 291 


organization. Complete local autonomy at any price, or com- 
plete state centralization at any price, alike ignore the possibilities 
of continued public waste that either policy is likely to yield. 
Notwithstanding the uncertainty regarding the best plan of 
functional and financial reallocation, it is reasonable to assume 
that the final result would show that the local units—municipal, 
county, or regional—are the most appropriate for the performance 
of certain services, and that the state is the most appropriate unit 
for the administration of other services. It would no doubt show, 
also, that with respect to still other services, administration 
should be vested in one type of unit while the responsibility of 
collecting taxes and other revenues for the support of this service 
should be vested in another unit. That is, we may expect to 
continue to have states with inferior subdivisions, however 
greatly we may alter the arrangement and distribution of func- 
tions and financial resources as between the state and its local 


units. 

The goal that I have suggested for state and local reorganiza- 
tion, namely, the most advantageous allocation of functional and 
financial responsibilities between the central and the local ad- 


ministrative units, is without doubt remote—perhaps so remote, 
many will say, as to be unattainable. In the meantime, what can 
be said for the policy of state supervision? The need of such super- 
vision can hardly be seriously questioned today, in view of the 
conditions which exist so generally in local government. It would, 
in my opinion, still be advantageous even in an ideal govern- 
mental structure in which each service was being performed by 
the administrative unit best adapted to efficient performance, 
although its character would no doubt be quite different from the 
kind of supervisory activity that is needed today. One reason for 
this view is that the basic objectives of state supervision over the 
administration of such services as are delegated to inferior ad- 
ministrative units are not likely to disappear. These objectives 
are: 

(1) The achievement of the maximum degree of efficiency and 
economy in administration. 

(2) The protection of individuals, groups of persons, and sec- 
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tions against any possible discrimination that may arise, either in 
the distribution of governmental benefits or in the incidence of 
financial burdens to cover the cost of these benefits. 

(3) To these ends, the establishment, and where necessary, the 
enforcement of reasonable standards of performance and cost. 

Viewed in this way, the field of state supervisory contact is as 
broad as the whole field of local administration. This is tacitly 
recognized today in the vast body of statute law relating to local 
matters, but the manner in which it is recognized is too often such 
as to provoke irritation and local opposition. Statutes too fre- 
quently ordain mandatory requirements or limitations, and the 
local units are expected to comply unquestioningly with whatever 
statutory mandate or restriction may be imposed. The establish- 
ment of reasonable standards by statute is necessary, but the 
harshness of such provisions could be softened and the local hos- 
tility thereto diminished, if there were a co-operative supervisory 
relationship between the state department or agency in question 
and the appropriate local agency, and if some flexibility through 
administrative action were possible. 

The state reorganization codes that have been written during 
the past fifteen years have devoted too little attention to this sub- 
ject. They have, rather, displayed a tendency to regard the state 
and its local units as separate, water-tight compartments, be- 
tween which only a minimum of communication was necessary. 
This has not been due to the diverse nature of state and local 
administrative organization, but rather to the limitations of the 
conception underlying the state reorganization movement. In 
general, the arrangement of state administrative agencies under 
these codes provides a state counterpart for the more important 
local administrative agencies, and under a different theory of the 
proper relationship of central and local administration, adequate 
and satisfactory supervisory contacts could easily have been 
established. 

In the field of finance, with which the remainder of this dis- 
cussion deals, the state reorganization codes have been less ade- 
quate and satisfactory in their provisions for supervision of local 
agencies than in most other fields. The code writers will probably 
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say in defense that their task was sufficiently difficult without 
adding the further complication of improved state supervisory 
contacts with local agencies. Whatever the explanation, the 
practice of giving the reorganized state agency such authority, 
and only such authority, over its appropriate local counterpart 
as had been developed at the time the code was written, produced 
a very uneven result. The departments of education, for example, 
having developed a substantial degree of supervision over local 
education prior to reorganization, continued to enjoy the same 
adequate authority afterward. Since in some states there had 
been little or no state supervision of local finance prior to the 
state reorganization, nothing was done in those states to remedy 
the deficiency. The Maine reorganization code, for example, 
establishes a state department of finance. This part of the code 
deals principally with state budgeting, accounting, and purchas- 
ing. At the end of the article relating to the department of fin- 
ance, provision is made for a state tax bureau, but the adminis- 
tration of state taxes was left scattered about the statehouse, and 
this bureau’s authority over local taxation was provided for by 
conferring upon it all of the powers and duties formerly vested in 
the Board of State Tax Assessors. Since these powers were en- 
tirely inadequate, the powers of the state assessor have been 
equally inadequate. 

No state reorganization code has made specific provision for an 
agency of comprehensive local financial supervision. None of 
them has provided a state department of local finance, and so far 
as I am aware, such a department with adequately broad jurisdic- 
tion exists nowhere among the states. There are, of course, 
numerous instances of state bureaus or agencies which have charge 
of one or more aspects of local finance, but the problem of local 
financial supervision as a whole has nowhere been squarely faced 
by establishing a properly organized and staffed state agency. 
Professor White has summarized the tendencies in local financial 
supervision in his recent survey of the trends in state adminis- 
tration. In 1933, thirty-one states had instituted prescription or 
installation of accounting systems, thirty-three states provided 
for state inspection of local accounts, thirty-one states had ad- 
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ministrative control of local indebtedness, and seventeen states 
had entered the field of controlling local budgets or financial 
operations." Much diversity occurs in the manner in which this 
state control is exercised, there being upwards of a score of dif- 
ferent state officers, departments, and agencies which have been 
designated in the several states as the controlling or super- 
vising authority. 

The field of local finance appears to be naturally divisible into 
two parts, namely the assessment of property for taxation, on the 
one hand, and all remaining aspects of local financial administra- 
tion on the other. This division is a matter of convenience, and 
not an absolute logical necessity. In fact, the tax commission, 
which is primarily responsible for tax administration, frequently 
has supervision of one or more lines of financial practice quite 
foreign to this subject, such as local accounting or borrowing. 

Accepting this division of the local financial field, it appears 
proper that there should be a separate supervising agency for 
each. Everything pertaining to the assessment of property and 
the review and equalization of these assessments, should be sub- 
ject to the supervision of the state tax commission. The other 
important local financial activities and operations, such as 
accounting, auditing, budgeting, borrowing, and possibly pur- 
chasing, should be brought together, for purposes of state super- 
vision, under a state agency for which an appropriate title would 
be “State Department of Local Finance.” Tax collection could, 
with propriety, be placed under either agency, but there can be 
no question of the need of central supervision over this function. 
The excellent showing made by Massachusetts in property tax 
collections in recent years may be attributed in no small degree 
to the fact that the state tax commissioner controls the local 
collectors, and the poor showing in this respect in some other 
states during the same period may be partly due to the fact that 
there is ordinarily no pretense at supervisory control of tax 
collections. 

This twofold division of the field of local finance would not 
ordinarily result in any given local officer being required to report 


*L. D. White, Trends in Public Administration (New York, 1933), Pp. 73- 
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on the same subject-matter to each state agency, and thus being 
subject to a dual, possibly conflicting state supervision. Assessors 
are not commonly responsible for other duties in local financial 
administration. Local treasurers may be tax collectors, ex officio, 
but their duties as custodians of funds in their possession are quite 
distinct from their duties as collectors of the revenues. 

Whether the tax collector is supervised by the state tax com- 
mission or by the state department of local finance is, in itself, 
a minor matter, since the desired beneficial results may be ex- 
pected under either agency; but the issue serves to raise the next 
question to be discussed, namely, “What is supervision?” In 
other words, how far does supervision go, and when does it cease 
to be supervision and become something else? This is not an easy 
question to answer, for there are many stopping places along the 
road which begins with the relatively innocuous function of giving 
advice to which no one need listen and ends with the power to 
supersede the local governing body and assume its local financial 
administration. 

The essential characteristic of supervision, as I would define it, 
is in its emphasis upon the assumption that the primary re- 
sponsibility for the performance of certain duties rests on the 
local official. In all adequate supervision of local officials who are 
thus presumed to be primarily responsible for certain administra- 
tive results, three successive stages are involved: 

First, the establishment of norms or standards of achievement. 
It goes without saying that these should be objective, so far as is 
possible. Professor White observes that state control of local 
finance is “tending steadily to take the form of supervision by 
administrative officials rather than the form of general blanket 
constitutional or statutory requirements.’* I.e does not mean 
that constitutional or statutory standards are being eliminated, 
but that their construction and application are becoming more 
flexible through the development of adequate supervisory 
techniques. 

Second, supervision includes the instruction and guidance of 
local officials in the proper performance of their duties, and the 


? White, op. cit., p. 51. 
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application of such tests or inspections as may be necessary to 
measure the degree of achievement. 

Third, supervision involves authority to compel local officials 
to improve their work when it is found to be unsatisfactory. Such 
improvement may be sought either by requiring repetition, or, 
as a last resort, by suspending incompetent or recalcitrant officials 
and securing the necessary results in some other way. 

The operation of this technique of supervision is more com- 
pletely set forth in some laws dealing with central supervision of 
local assessments than at any other point in the field of local 
finance. It may be well, therefore, to remind ourselves of some of 
these details in order to be sure that this outline of the scope of 
supervision does not go far beyond anything existing at present. 
I realize that some advocates of greater state centralization would 
contend that the assessment function is not properly a local func- 
tion, and that it should be transferred entirely to the state. 
Whether better results would thereby be obtained is not clear, 
but it seems reasonably certain that the cost of assessment would 
be increased. At any rate, property assessment is at present 
primarily a local function in practice, and we are entitled to con- 
sider the way in which local performance is or can be supervised 
so as to secure reasonably satisfactory results at moderate cost. 

The first requirement of supervision, that of the standard, is 
provided, in the case of the property tax, by the constitutional 
or statutory rule of assessment, which is commonly “full value,” 
“true value in money,” “market value,” or some similar term. 
The administrative official does not set this standard, but he 
must define it for practical working purposes. 

Under the second requirement, the tax commission educates 
and guides the assessors. It supplies them with the tax law, and 
the necessary assessment books, and it publishes for their use a 
manual of assessment. It compiles and distributes information 
relating to property values; it visits the several counties and con- 
ducts district meetings of assessors in advance of the assessment 
period. Wisconsin has gone further than any other state in de- 
veloping the machinery of assessment supervision, by creating 
the office of district supervisor of property assessment, each 
supervisor having jurisdiction over groups of counties ranging 
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from three to eleven. Under the direction of the commission, the 
several supervisors engage in an intensive, year-round study of 
conditions in their respective districts, as a basis for their instruc- 
tion and guidance of the local assessors. The commission and its 
supervisors prepare independent estimates of the true value of 
property as a check against the local assessors’ results. 

The third requirement of supervision, namely the compulsory 
correction of unsatisfactory or improper results, is fulfilled, in 
property tax administration, when the state tax commission has 
power to order the local assessor to make a reassessment, and the 
further power to suspend him and cause a reassessment to be 
made by its own appointees whenever good reason is shown that 
this procedure alone will assure an equitable result. 

It is evident that the omission of any of these steps would 
nullify the final purposes of the supervisory process. In fact, it 
was the provision of authority for this kind of supervision that 
made the emergence of the modern state tax commission so 
significant an advance over the earlier state boards of equaliza- 
tion and assessment. Under any intelligent conception of the 
task, it is clear that the principal emphasis will fall upon the 
educational and co-operative activities of the supervising body. 
If this phase of its supervision is extensive, thorough, and tactful, 
there should be comparatively little need for the more drastic 
measures of suspension and reassessment. But beyond doubt, 
authority should be provided to make use of such measures, if 
only to protect the citizens against the incompetence or obstinacy 
of their own officials. 

The field of financial activity that would fall within the super- 
visory jurisdiction of a department of local finance is, of course, 
far more diverse and heterogeneous that that of the assessment 
of property. But this department would devote its entire atten- 
tion to these diverse activities, whereas the supervision of local 
assessments is but one aspect of the entire field of tax administra- 
tion that devolves upon the state tax commission. The diversity 
of subject-matter is not a valid objection to the establishment of 
such a state agency, although it is recognized that the administra- 
tive task involved is necessarily complicated. 

The principal local financial activities that would be super- 
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vised by a state department of local finance would be (1) budget- 
ing, (2) accounting and auditing, (3) borrowing, and (4) purchas- 
ing. The following rather sketchy picture is intended to show how 
the concept of the scope of supervision, stated above, should be 
applied in the case of each of these services. Before proceeding 
with the delineation of this picture, however, reference should be 
made to the preliminary report of a committee of the American 
Municipal Association, issued in 1933, on the financial relation- 
ships between the state government and the municipalities. This 
report naturally reflects strongly the municipal point of view, 
which is that a state department of local finance should serve 
primarily as an educational agency, giving assistance to particular 
municipalities in the installation of improved financial practices 
only upon request of the officials thereof.’ It accepts, although to 
some extent only by implication, the duty of the state to set 
standards of performance. It is reluctant to approve the writing 
of these standards into statutes in rigid, mandatory form, and 
with this feeling I agree, since the diversity of conditions among 
hundreds or thousands of local units of varying size and local 
circumstances is so great that the application of uniform statu- 
tory rules is virtually impossible. 

The first step in supervision is the establishment of standards. 
In the cases of budgeting and accounting, the statutory standards 
should be general and not specific. The state department should 
apply these standards by setting up requirements appropriate 
to local conditions. In both cases the technique is such that a 
skeleton form of procedure, embodying all of the essential prin- 
ciples, can be devised, and by varying the amount of detail, it 
can be adapted to the situation in a community of any size. Thus 
both uniformity and flexibility may be attained. 

In the case of local borrowing, some sort of statutory standard, 
operating as a limitation on the maximum indebtedness, appears 
to be necessary. A rigid debt limit, whether stated as a percentage 
of the assessed valuation of property or in some other way, is with 
difficulty applied to all types and sizes of local units. Whether 
the supervisory authority should have power to grant permission 


3 The American Municipal Association, Financial Relationships between State 
Governments and Municipalities (Chicago, 1933). 
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to exceed the statutory maximum, under certain emergency con- 
ditions, is a moot point. Within the maximum, however, there is 
much that it could do by way of establishing auxiliary standards. 
It could accumulate experience by which to determine the reason- 
able life of improvements to be financed by bond issues; it could 
study the experience of different communities in debt payment, 
and establish standards for additional borrowing within the 
maximum based on the records achieved; it could propose stand- 
ards for the arrangement of maturities, and gather data as to the 
effect of these arrangements on the local tax rates; it could set up 
reasonable priorities for various types of improvement as an aid 
to localities in planning their debt financing. 

In the case of purchasing, the opportunity for establishing 
standard specifications, standard costs, standard quantities for 
various kinds of undertaking, stated in terms of units, is so ob- 
vious as to require little elaboration. 

The second phase of supervision, which is the educational 
aspect, is the one which is viewed with most favor by the muni- 
cipal officials. They have a feeling that the municipalities have 
made, and will continue to make, greater progress in financial 
management, if left to themselves, than they will make if sub- 
jected to any kind of supervision. Yet they are willing that the 
state department should impart to the municipalities any dis- 
coveries and improvements that it may be able to make, provided 
the local officials shali ask for them. The report already mentioned 
is decidedly skeptical as to the likelihood of a politics-infested 
state department being able to educate the able, non-partisan, 
civic-minded local administrator, but its authors are willing to 
take that chance. If the state department were always and 
necessarily infested with politics, and if all local administrators 
were, without exception, honest, politically pure and undefiled, 
and uninfluenced by any consideration except the public welfare, 
there would be more basis for this skepticism. As the matter 
stands, I think we may grant that there will be considerable 
opportunity for the educational guidance of a state supervising 
agency in all of the local financial activities, without invoking any 
controversy between the municipal pot and the state kettle. 
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In the case of budgeting, the educational service of the super- 
vising agency would include preparation of budget forms, formu- 
lation of a technique for preparing budget estimates, instruction 
as to the proper procedure of budget adoption, and instruction as 
to a procedure for handling allotments. It would compile a vast 
array of factual data relating to different local services, such as 
protection, highways, education, health, and the like, and it 
should compute reasonable unit costs for these services as an aid 
to the several communities in measuring their own expenditures 
for such services. It would provide such information for sections 
or regions, in order that any community may learn what its 
neighbors are spending for various services. It would, when 
necessary, give actual instruction or assistance to local officials 
in the process of making up the budget. 

The routine of accounting is so well established, and the checks 
provided upon the accuracy of the accounting by competent audit 
are so thorough, that the state’s educational activity in this field 
would probably be confined to the preparation of forms, instruc- 
tion in their use where needed, and various formal instructions 
to all accounting officials and employees relating to the proper 
handling of their records. The state department has a fine oppor- 
tunity to develop the local accounting system in such direction as 
will result in its producing data for unit costs which will be in- 
valuable in the preparation of the local budget. The contem- 
porary audit, or the pre-audit, should be made locally, but the 
state department should conduct or closely supervise the post- 
audit of all local financial transactions. 

With respect to local borrowing, it is evident that an immense 
amount of educational activity is required. Every local unit 
should be required to study its own situation and prepare a 
capital improvement program, in so far as this program is to be 
financed by borrowing. In view of the definite, long-term com- 
mitment to levy taxes and to make periodic payments of interest 
and principal that is entered upon whenever a bond issue is floated 
the governmental unit proposing to enter upon such an engage- 
ment should be required to count the cost carefully in advance. 
A large proportion of local borrowing in the past has been en- 
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tered upon by both debtors and creditors in the spirit of the 
“grasshopper philosophy’”’—lend and spend merrily today, and 
take no thought of the long, cold winter of heavy taxation for 
debt repayment to follow. 

The educational effort involved in the supervision of local 
borrowing must be concentrated upon the accumulation and the 
consideration of the essential facts of the debtor community’s 
need for the loan, its economic circumstances and prospects, its 
ability to provide the revenue to support and redeem the loan, 
and the relation of any particular loan project to the entire im- 
provement and debt-creating program for that community. The 
state department must accumulate, classify and make available 
the array of such facts for each community, and its influence, at 
this stage of supervision, must be devoted to aiding and guiding 
the local units in the development of a funding plan of such pro- 
portions and for such essential purposes as will accord with the 
need and the local ability to pay. 

The data that will be compiled in the course of the whole pro- 
gram of supervision can be utilized for the benefit of local units 
in another way, in connection with local improvements and local 
borrowing. This is the guidance and advice of local officials with 
respect to reasonable costs for improvement projects. Such in- 
formation may not be required in all cases, but there are many 
instances in which local officials are in need of more disinterested 
advice and information concerning building or construction costs 
than that which they obtain from the architect or the contrac- 
tors who submit estimates and bids. 

With respect to purchasing, the educational aspect of super- 
vision would include guidance and instructions relative to the 
preparation of specifications, the technique of inspection, the 
form of contracts, and such other matters as may prove to be 
necessary and helpful in aiding local officials to get the utmost 
value possible for every dollar of the people’s money that is spent. 
It may be necessary to establish, empirically, the minimum size 
of community for which central purchasing would be economical, 
for it is possible that in the smallest communities the overhead of 
a purchasing department would more than absorb the savings 
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achieved. In all cases, however, the type of guidance suggested 
above will be extremely helpful to those who must buy materials, 
supplies, or equipment. 

When we approach the third stage of supervision, which is the 
authority of the state supervising agency to insist upon certain 
standards of achievement and to assert its power to effect the 
desired results, when necessary, we enter upon more difficult and 
thorny ground. The municipal officials, through their com- 
mittee report, are inclined to resist the extension of supervision to 
this degree, but if the conception of the scope of supervision which 
is offered here is correct, such authority must be provided or the 
entire object of the supervisory process will largely fail. It is 
generally recognized that in the field of property assessment, the 
authority of the tax commission to order a reassessment, or even 
to make one, is fundamental to the equitable operation of the 
property tax. How shall this phase of central supervision be ap- 
plied in the other aspects of local finance? 

In the case of budgeting, two interpretations of the final degree 
of supervision are possible. According to one view, the final ob- 
jectives of supervision will be achieved if the supervising agency 
enforces the general requirements relative to budget-making; 
that is, that every spending unit should prepare, adopt, and exe- 
cute a comprehensive budget in accordance with the form and 
procedure established, and that such budget, when adopted, 
should control and determine the expenditures. Further, any 
expenditure in amounts beyond the budget or for purposes not 
covered in the budget, whether occasioned by an emergency or 
otherwise, should be first approved as to amount and purpose by 
the supervising agency. 

According to the other view, the state agency should have the 
authority to revise or to reject any specific item of proposed ex- 
penditure, thereby exercising a veto power upon the amount or 
the purposes for which any local unit proposed to spend money. 

It would be unnecessary and unwise, in my judgment, to ex- 
tend state supervision to the point of exercising a veto power over 
particular amounts or purposes of local expenditure. The state 
department should have authority to require that local budgets 
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do make proper provision for sinking funds, interest and debt 
payment falling due within the fiscal period, but it should not have 
the power to say how much any municipality shall spend on its 
police or fire departments, or for any other service. Conversely, 
state law should never establish mandatory requirements for 
local salaries or the number of employees in any local service. It 
can hardly be questioned that many municipalities are spending 
more than is necessary for the adequate support of certain local 
services, but the goal of expenditure control, whereby these costs 
may be reduced, is not to be reached through the exercise of 
arbitrary authority over local expenditures, or over the local tax 
rate. 

With respect to accounting, the supervisory control should be 
sufficient to see that proper accounts are kept, and kept properly. 
If the audit should reveal practices or conditions which are con- 
trary to good financial policy, the state agency should have 
authority to require that the necessary changes or corrections are 
made. The number of cases in which this authority would need 
to be exercised would probably be small, but it is essential that 
it be provided, if only for the exceptional cases. 

In the field of local borrowing, the report of the municipal 
association committee favors the compilation, by the state agency, 
of the data relative to debt conditions, borrowing capacity and 
the like, but proposes that the state’s function should thereafter 
be limited to giving advice, based on these facts, as to the timeli- 
ness of the project and the locality’s ability to pay. I quote from 
the report: 

Outside of the general constitutional or statutory provisions regarding 
limitations and debt procedures (a debt code) the state bureau should act 
only in an advisory review capacity. This relationship gives to the local 
community full responsibility for taking what action it feels is necessary 
after the state government has placed at the disposal of the local officials all 
pertinent information. 


If the act of borrowing were one which had no long-run conse- 
quences, and no repercussions outside of the debtor community, 
this doctrine would have more to commend it. On the contrary, 
every long-term bond issue involves burdens and problems 
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extending many years into the future, and its consequences are 
felt both within and without the debtor community. The par- 
ticular community cannot, in fact, assume the full responsibility 
for the consequences of its decision to borrow. A sufficient num- 
ber of instances in which communities went ahead with further 
borrowing regardless of the evidence would eventually impair the 
credit rating of all other communities in the state. The evidence 
produced in a particular case may show clearly that further 
borrowing should not occur, even if the statutory maximum limit 
had not yet been reached. We have been witnessing during the 
past two years the results of this policy of local assumption of full 
responsibility for debts incurred. The record ranges from whole- 
sale defaults to federal legislation admitting insolvent communi- 
ties to the privileges of bankruptcy proceedings. In my opinion 
the record presents indisputable proof of the need of effective, 
flexible local debt control. Had this control been generally exer- 
cised during the past twenty years, it is safe to say that there need 
have been no such general local debt collapse as has been ex- 
perienced. Whether the state department should have original 
jurisdiction, as in North Carolina, or appellate jurisdiction, as in 
Indiana, as a means of realizing the final purposes of local debt 
supervision, is a subject which cannot be dealt with except by 
expressing a personal opinion. The present municipal debt situa- 
tion leads me, however, to incline toward the North Carolina 
plan. 

The end purposes of supervision over purchasing should not 
extend to the point of requiring local purchasing agents to buy 
particular brands, types, or quantities of materials or supplies, 
but it probably should go so far as to enable the supervising 
agency to exercise some sort of check upon prices paid, if these 
should greatly exceed the standard unit prices. Local proposals 
to establish fancy specifications or to purchase obviously costly 
and extravagant equipment should be subject to review, and, 
upon protest of local taxpayers, to modification. Some latitude 
in local standards of taste and beauty is natural, and if the pur- 
chasing agent should decide to equip the city hall with bronze 
cuspidors instead of buying brass ones or providing boxes of saw- 





STATE SUPERVISION OF LOCAL FINANCE 305 


dust, the state should interfere only if the local taxpayers re- 
quested such action. 

In drafting this brief sketch of state supervision of local finance 
I have endeavored to keep in mind an important premise laid 
down in the beginning, namely, that the primary responsibility 
for good local administration rests on the local officials. Through- 
out, the state’s attitude and policy should be to develop and 
encourage local initiative and local responsibility. Its purpose is 
not that of interfering merely for the sake of interfering, but 
rather the purpose of promoting the realization of the goal of 
economy and efficiency, the essential aims of all good public 
administration. I have carried my conception of supervision as 
far as I have because I believe firmly that the state has the moral 
obligation to promote these essential objectives, and hence it 
must, in the end, be able to assert authority over local practices 
and policies when necessary. Obviously, the state’s attitude must 
be that of tactful, co-operative helpfulness. More flies are caught 
with sugar than with vinegar. But state supervision which is 
only sweetly helpful, and not firm and vigorous when these quali- 
ties are demanded, will not long command the respect of either 


the local officials or the local taxpayers. 
Har ey L. Lutz 
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MONEY AND PRODUCTION’ 
I. THE PROBLEM 


ETWEEN money and production there are interrelations 

to which attention has been paid for a long period of time. 

These interrelations are, especially in a dynamic system, 

very complicated, and their nature as well as their importance in 

the operation of the economic system are subjects of great con- 
troversy. 

One of the main difficulties which one encounters is the inter- 
working of influences which come from the monetary side, on the 
one hand, and from the production side, on the other. Changes 
in the volume of money can have an active character, influencing 
the quantity and the structure of production. But they can also 
be induced from developments in the sphere of production. And 
both sorts of changes in the volume of money may occur at the 
same time (speaking in terms of the whole economic system). 
We may, therefore, divide the subject into two parts: (1) the 
question of changes in the quantity and structure of production 
as influenced by changes or lack of change in the volume of money; 
(2) the question of changes in the volume of money as influenced 
by changes in the quantity and structure of production. 

We shall adopt this division not only because it simplifies the 
treatment of the problem, but also because, as is well known, a 
change in either of the two factors is not necessarily induced by a 
change in the other. The growth of production, for instance, may 
be due to an increase of the working population and/or to an 
increase of the capital equipment, resulting from the investment 
of (voluntary) savings, and/or to technological progress—all 
these being non-monetary factors. These factors do not account 
entirely (at least not theoretically) for the growth of production. 
There is the additional factor of so-called forced saving—a true 

* I wish to express my appreciation to Mr. Homer Jones, of the University of 
Chicago, for his contribution to the development of my ideas and for his aid in the 


writing of this article. 
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monetary phenomenon. Although, as we shall see later, the 
existence of this latter factor has been either denied or neglected 
by some economists, there is no doubt that money under the 
modern banking and credit system is more than a passive ele- 
ment, more than a mere medium of exchange. There are changes 
in the volume of money which are not merely dictated by changes 
in the volume of production. 

The first of the two questions is identical with the problem of 
inflation and deflation. The second leads to the problem of the 
demand for money of the economic system. “Inflation” and “‘de- 
flation” are terms which need not be explained here; but it seems 
to me to be necessary to say a word about the concept of “demand 
for money.” The term is used to indicate the need of the com- 
munity for a certain amount of circulating mediums to effect the 
necessary exchange of goods and services with a minimum of 
frictions, with a given price level? in a given institutional frame- 
work. 


2. THE ACTIVE AND THE PASSIVE APPROACH TO MONEY 


Those who know the history of the theory of money are aware 
that a great many writers, belonging to the so-called banking 
school, have minimized or entirely neglected the active réle of 
money in economic life. During the last twenty or thirty years, 
however, less has been heard from the proponents of the banking 
school. This may be due to the fact that the modern theory of 
money, especially the line pursued by Wicksell* has, with con- 
vincing arguments and great vigor, shown the validity of the 
active approach to money and has strengthened it by its em- 
phasis on the influence of the interest rate (market interest rate 
and real interest rate).‘ 

Yet there is a small but interesting group of modern writers 
among the followers of Wicksell who are not satisfied with show- 

? By referring to a “given” price level we do not mean to say that this factor 
cannot change at all without causing disturbances. 

3 Knut Wicksell, Geldsins und Giiterpreise (Jena, 1898). 

‘ The banking theorists were not without critics in their own time. 
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ing the validity of the active approach to money.’ They attack 
the theory of the demand for money, which is the essential part 
of the banking theory, and leave only an insignificant part of this 
theory unquestioned. Thus, as in the case of the banking school, 
we have the situation that only one aspect of the interrelations 
between money and production is taken into account. In this 
instance it is the first one (whereas the banking theorists saw 
only the second one). 

This recent development within the theory of money is, how- 
ever, less pretentious than it might seem on first view. The old 
controversy between the banking school and the “currency” 
theorists was a controversy about facts. On either side the ques- 
tion of the réle played by money was discussed by taking into 
account the data of actual economic life (especially certain 
“institutional” factors which we shall mention soon), and neither 
side hesitated to advance credit-policy programs. 

We find nothing like that among the writers of this modern 
group. They deal with a very simplified and highly abstract 
economic system and they admit—although not always clearly 
enough—that the results of their analysis cannot be applied to the 
actual system. The system they deal with may, in short, be 
described as a completely flexible cost and price system. There is 
no such phenomenon as rigid wages. There are, furthermore, no 
fixed capital debts, no rigid interest rates; generally speaking, no 
rigid income and credit contracts at all. Those rigidities play, as 
we know, an important rdéle in the case of changes in the volume 
of money, both inflationary and deflationary. But they are not 
monetary elements as such. And this group of writers wants to 
deal only with those phenomena which deserve the title of being 
monetary phenomena in the strictest sense of the word.° 

This “pure” theory of money was developed along with a 
certain theory of the business cycle, the so-called “monetary” 

5 Among the writers who belong to this group are F. A. von Hayek, Prices and 
Production (London, 1931); G. Koopmanns, “Zum Problem des ‘Neutralen’ Geldes,” 
Beitrdge sur Geldtheorie, ed. F. A. von Hayek (Vienna, 1933). 

6 The assumption of a flexible cost and price system is clearly made only in Koop- 


mann’s analysis, whereas it cannot be found expressly stated in Hayek’s Prices and 
Production. It is only in a recent note on the problem of neutral money (Zeitschrift 
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theory of the business cycle. I do not question that the assump- 
tion of a perfectly flexible system may be quite legitimate for 
certain analytical purposes.’ But it does appear that in one aspect 
this assumption has led Mr. Hayek into a difficulty. He never 
tires of emphasizing that there are only a few occasions where 
and when we are confronted with the question of the demand for 
money. And it is true that in a system of flexible costs (especially 
flexible wages) the prices of the commodities can go down without 
serious deflationary disturbances. But is it not true, too, that ina 
flexible system the opposite movement of a credit expansion and 
rise of the price level is a rather harmless matter? Mr. Hayek has 
advanced a theory of “forced saving” within—I take it—a system 
of flexible costs. Has he overlooked the fact that this assumption 
not only minimizes the significance of the demand for money’— 
i.e., of deflationary disturbances due to an inadequate supply of 
money—but that at the same time it does away with the problem 
of forced saving, in the sense described by Wicksell and his fol- 
lowers? But if this latter element of forced saving is removed by 


fiir Nationalékonomie, Heft V [1933]) that Hayek makes a clear statement with 


respect to the underlying assumptions (complete flexibility of costs and prices) of 
his former book. 

In this connection I may mention that I am one of the writers who apparently 
have misunderstood Hayek by assuming that his analysis in Prices and Production 
dealing, among other things, with the question of neutral money applies to the 
actual economic system. In my analysis, Das neutrale Geld (Jena, 1933), I criticized 
his conclusion that a policy of “constancy of the money stream” would come nearest 
to the ideal of neutral money in an economy in which, owing to an increase in the 
capital equipment (“lengthening of the period of production”), the output of con- 
sumers’ goods grows. I referred to the deflationary disturbances (so-called “rela- 
tive” deflation) which would, on account of the actual rigidity of capital charges, 
arise if the quantity of money for income payments is kept constant (Hayek seems 
to allow only an increase in the volume of money with respect to the financing 
of additional transactions within the business sphere if this sphere is relatively 
increased by growing “differentiation,” holding that when the increase is due to 
capital investment, monetary expansion would necessarily be followed by an eventu- 
al shortening of the “period of production”). 

Proceeding on the assumption that a truly flexible system is the milieu of Hayek’s 
analysis, it is one of the purposes of this article to demonstrate what is left of mone- 
tary problems and monetary disturbances in economic life under those conditions. 


7See below, pp. 313 f. 
* It does not fully do away with it, as we shall see later (pp. 323 f.). 





310 WALTER EGLE 


the nature of Hayek’s fundamental assumptions, then he loses all 
basis for his monetary theory of the business cycle. Indeed, he is 
put into the position of either renouncing his assumptions of a 
flexible system and thus becoming subject to the criticisms of his 
monetary doctrines which have been enunciated against him—for 
example, in my book on neutral money—or else the entire prob- 
lem which he has set himself up to resolve disappears. 


3. RIGIDITY AND THE ROLE OF MONEY 


The decisive problems connected with the rdle played by 
money are based on the fact that the actual economic system is 
not a flexible one. It is due to this fact that the interrelations be- 
tween money and production attract so much attention. Several 
writers have argued that in a system in which the prices of both 
the factors of production and the commodities were entirely 
flexible, all prices would move up or down with substantial uni- 
formity and an expansion or contraction of the volume of money 
would have no effects upon production and the distribution of 
income upon the various classes (wage-earners, capitalists, and 
entrepreneurs). On the whole, this statement is correct, although 
it must be said that in the absence of rigidity only the more con- 
spicuous of the monetary disturbances disappear. We shall ex- 
amine later the considerations which support this modification. 

In reality we are far from a flexible cost and price system. We 
know that most important cost items are rigid, both labor and 
capital costs. The “lag” phenomenon of windfall profits, its 
counterpart, forced saving of the ordinary consumer, and a de- 
crease in the real value of contractual obligations (at least of a 
certain type), during a credit expansion, are due to the fact that 
costs are inflexible. The same is true for losses incurred by en- 
trepreneurs in the case of a contraction of the volume of money 
(for instance, in the case of hoarding). And, finally, the same is 
true for those deflationary disturbances which would occur in the 
case of an inadequate supply of money with respect to a commu- 
nity in which the factors of production (labor and capital) grow.’ 


* The term “deflation” is in this case used in the sense of a “relative” deflation. 
The problem of relative deflation arises only with respect to those types of the 
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The rigid character of some costs has been strongly emphasized 
by the majority of the writers on money. I do not need to go into 
the details of the subject. But in one respect I have to make a 
critical remark. Some of the writers say that the stickiness of 
costs reflects the existence of competition-restraining organiza- 
tions, i.e., of monopoly power. Yet the question of monopoly, at 
least theoretically, is not pertinent. There is no reason to assume 
that monopoly prices are less flexible than competitive prices, 
provided the monopolists act to preserve their pecuniary interest. 
That is, if the maximum monopoly profit is made when the price 
of the monopolized item stands in a certain relationship to other 
prices, then, when these other prices change, it will be to the 
interest of monopolists to change their prices accordingly.’® The 
significance of the monopoly element with respect to sticky prices 
is simply that monopolists are more consistently able to act 
irrationally. 

Price rigidity and price stickiness is really based either on in- 
stitutional factors or on inertia. By institutional factors I mean, 
for instance, the existence of fixed income and credit contracts 
(fixed interest rates, fixed rental contracts, and fixed debt)." The 
other element, inertia, enters the picture in many ways. It is a 
matter of both the inability and the unwillingness of individuals, 
business men, or the government to react immediately to a change 
in the economic situation. These are the terms in which we have 
to think, for instance, with respect to the inflexibility of railroad 
rates and charges of public utilities subject to government regula- 
tion. Money wages may be more inflexible downward if there is a 
defensive sort of co-operation among workers to protect them- 
selves against wage-cutting than they would be in a system of 


growth of the economic system which are known as “extensive” or “intensive” 


growth (no change in the technological horizon). 

‘© From a short-run standpoint, particularly in the case of a decline in general 
prices, stickiness may not be disadvantageous to the monopolist. But from the 
standpoint of his long-run interests, stickiness in the price of his product is normally 
disadvantageous to him. 

™ It is wrong, therefore, to identify a flexible system with a system of free compe- 
tition. 
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free competition. And the depression behavior of the entrepre- 
neurs who charge high prices for their products in an attempt to 
cover their “overhead costs,” thus—like organized labor—sacri- 
ficing volume to price, is very likely more common in a system of 
restricted competition than in a laissez faire economy. But unless 
we go so far as to assume that a system of free competition fully 
does away with irrationality and inertia, we shall have to admit 
that flexibility and free competition are not the same things. 


4. FLEXIBILITY AND THE ROLE OF MONEY 


In view of the great attention which has been paid to the writ- 
ings of Mr. Hayek, it is worth while to deal a little more exten- 
sively with the hypothetical system of perfect flexibility and the 
question of the réle of money in an economy like that. 

The main condition of a flexible cost system is that wages are 
flexible and laborers get their money productivity with full em- 
ployment at all times. That is to say, entrepreneurs will pay to 
laborers no less and no more than their marginal productivity 
when fully employed. The ideal of a completely flexible cost 
system would demand, furthermore, that capital costs to entre- 
preneurs be perfectly flexible. There are, as I see it, three possible 
mechanisms whereby the capital costs could be rendered flexible. 
The entrepreneurs might own their entire capital completely free 
of fixed interest (long-term) debt. Or the capitalists might own 
all the capital goods and rent them to the entrepreneurs, the rents 
being flexible prices. In the third place, a technique might be set 
up whereby the debts of the entrepreneurs to capitalists were 
scaled up and down pari passu with fluctuations in the money 
productivity of capital, in order to avoid windfall profits or losses. 
We must be satisfied with stating those cases without entering 
into 2 discussion of their feasibility. 

From the standpoint of an analysis dealing with cyclical fluc- 
tuations of business, this question of flexible capital costs is not 
of great importance. With respect to cyclical fluctuations, the 
economy adheres to the principle of flexibility of costs if wages 
and the prices of actual capital goods in the market are flexible. 
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In other words, only marginal costs are significant for the rate of 
output (or, better, should be significant).” 

While from the standpoint of business-cycle analysis it is 
marginal costs which are significant, and, while disequilibria arise 
only in connection with differences between marginal costs and 
marginal receipts, there are other aspects of economic theory in 
which disequilibria in connection with other than marginal costs 
are important. Thus, with respect to the problem under what 
conditions we can expect a steady and frictionless growth of the 
economic system (especially the investment of capital, arising 
from saving), we certainly have to take into account the question 
of the relative positions of entrepreneurs as borrowers and capi- 
talists as lenders. The object of flexibility of capital charges is to 
maintain “justice’’** as between the two classes. 

In the absence of flexibility of capital charges this “justice” 
can be maintained only by a monetary policy which prevents 
shifts in the distribution of wealth as between debtor and creditor 
classes. In some cases, but not in all, this aim implies a policy 
of price stabilization." 

The occurrence of windfall profits and windfall losses is not the 

" This statement needs qualification in so far as the existence of fixed-capital 
obligations affects the ability of concerns to finance short-term operations. 


"3 In order to avoid misunderstanding about the term “justice” I want to explain 
that I use it in a merely technical sense. Its criterion is simply the absence of shifts 
in the distribution of wealth as between borrowers and creditors which may arise 
from the rigidity of contractual obligations, expressed in money, in case of an in- 
crease or decrease (not only an “absolute” but also “relative” decrease) in the vol- 
ume of money. In other words, justice is technically maintained if a monetary 
economy operates with respect to capital charges as would a barter economy. 

“ For a more detailed analysis along this line see the last section of this article 
(“The Demand for Money’”’). 

Although windfall profits made by the borrower at the cost of the lender must, 
in view of the increase of the costs of reproduction, be considered as part of the 
depreciation funds necessary to replace the old plants, they are in the nature of 
profits (though not marginal profits). If the borrower uses them for consumptive 
purposes, he will have to run the plant with borrowed money in the same degree as 
he did before. If he uses them for reproduction, he will be partly owner of a plant 
which formerly belonged entirely, or at least to a greater extent, to somebody else. 

But windfall profits, made on the basis of fixed debts, do not mean an (absolute) 
increase in the capital stock of the community, even if they are used for reproduc- 
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only type of monetary disturbance, although it is that type of 
monetary disturbance which absorbs the interest of most con- 
temporary theorists, and this is quite properly the case. There is 
another type of monetary influence which is possible even in a 
system of entirely flexible costs and prices. It is difficult to 
characterize abstractly this type of disturbance, and I can best 
illustrate it by presenting some cases. 

The first case is offered by the type of credit inflation which 
was worked out by Schumpeter.’’ In dealing with money and 
inflation Schumpeter stresses the idea of credit discrimination by 
banks. Only a limited number of entrepreneurs are able to get 
loans from the banks (those who offer technological innovations). 
The loans in the hands of a limited number of entrepreneurs 
bring about changes in the distribution of the factors of produc- 
tion, allowing some firms to buy an additional quantity of goods 
(raw materials, machines) which otherwise would have gone into 
other channels. Although this process of shifting goods and 
workers from the traditional channels into new channels is based 
on the same principle as the forced saving, it is an entirely dif- 
ferent phenomenon. Forced saving, in the proper sense of the 
word, means a change in the relationship between total consump- 
tion and total investment. The factors of production are, owing 
to a compulsory decrease of the consumers’ purchasing power, 
shifted from the lower stages (consumers’ goods industries) to the 
higher stages (capital-goods industries) of production. Schum- 
peter’s theory of credit inflation has, at least in its essence, 
nothing to do with this case. It is only when he comes to a more 
realistic and more complete theory of the business cycle and 
introduces the element of rigid incomes and fixed debts into his 
analysis that he speaks of forced saving. 

Schumpeter’s case is only an example of a broader principle. 


tion. They amount merely to a shift of wealth from the lenders to the borrowers. 
Therefore they are different from windfall profits made at the cost of the income 
recipient (consumer). Windfall profits at the cost of the capitalist may amount to a 
relative increase of the capital stock, however. This is true if the capitalists would 
have, in the future, saved less than they did before. 

5 J. A. Schumpeter, The Theory of Economic Development (Harvard University 
Press, 1934). 
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Whenever there are factors which, in times of inflation, work 
toward a credit discrimination between the borrowers (entre- 
preneurs or consumers), changes in the distribution of goods are 
to be expected. There is, as every theorist knows, another type 
of credit-inflation theory which does not take into account the 
element of innovation, but tries to demonstrate the effects of a 
lowering of the interest rate by the banks (worked out by Mises, 
Hayek, Strigl, and others). Here, too, we come to the aspect of a 
credit discrimination, on the very realistic assumption that the 
conditions of “roundabout processes” are not the same in all in- 
dustries. It is fair to assume that in some industries the ratio in 
which labor and capital are combined is more elastic than in 
others—i.e., that in some industries this ratio can be changed in 
favor of capital without a remarkable fall of the marginal pro- 
ductivity of this factor of production, whereas in other indus- 
tries it cannot. The former industries will, in the case of a given 
fall in the interest rate, be able to take loans from the banks and 
increase their plants at the cost of the latter industries, which 
would need a more drastic fall in the interest rate in order to 
compensate the fall of the marginal physical productivity of the 
capital factor. Indeed, it seems to me that, when applied to a 
flexible cost and price system, this type of credit-inflation theory 
shrinks to an analysis of a process which—far from amounting to 
the phenomenon of forced saving and a general change in the 
relationship between consumption and investment—means oniy 
that some industries (not necessarily capital-goods industries) 
grow while others decline. 

There is another case, introduced into monetary literature by 
Mr. Koopmanns. He concentrates his attention on the question 
of monetary influences in a flexible system on the relative prices 
of goods and services, “absolute” prices being ignored on account 
of the assumption of perfect flexibility.°° He maintains that 
certain changes in the conditions of the supply of and demand for 
goods cause new hoarding or dishoarding which must be com- 
pensated by changes in the quantity of money. There is, how- 
ever, a striking difference between the ordinary way and Mr. 


*© Koopmanns, loc cit. 











316 WALTER EGLE 


Koopmanns’ way of defining hoarding and dishoarding. The fol- 
lowing cases illustrate his usage. 

Let us assume that there are three producers—A, B, and C— 
exchanging their products (the three representing the commun- 
ity). Each of the three individuals produces and sells within a 
certain period of time 100 units of his commodity at a price ratio 
of 1 to 1. Each of the three possesses cash amounting to $100 
(the total quantity of money being $300, which changes hands 
once within that period of time). Let us assume further that, on 
account of a change in the demand, A gets $120 for his output 
(B and C getting only $90). In ordinary monetary theory there 
is neither hoarding nor dishoarding if the quantity of money 
changes hands once within that period of time. This implies that 
A holds the additional $20 in form of cash, instead of spending 
them immediately, until the next “income period.” According to 
Mr. Koopmanns, however, this case means hoarding and a mone- 
tary disturbance of the price relations which would prevail in a 
barter system. The principle of neutrality of money requires, so 
he says, that A spends the $20 immediately so that the nominal 
amount of all individual balances remains the same. Only in this 
case will money have no active influence on “relative”’ prices.’ 

A case in which A, B, and C refrain from spending all their 
money but withhold the same part of it (e.g., $40, so that only 
$60 of each producers’ cash are brought into circulation) is 
certainly a case which would be called hoarding in ordinary 
monetary theory. But in Mr. Koopmanns’ analysis this would 
not appear as hoarding, since the nominal amount of all indi- 
vidual balances remains the same. This shows better than any- 
thing else the close connection between the purposes (and as- 
sumptions) of his analysis and the way in which he defines hoard- 
ing and dishoarding. Since he deals with a flexible system, he is 
not interested at all in a case of general hoarding with a subse- 
quent fall in the general price level of the commodities. Yet this 
is the main aspect of hoarding in ordinary monetary theory and 
the theory of deflation. 

These three cases may suffice to demonstrate the nature of the 


17 Ibid., pp. 263 and 264. 
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monetary influences which are left in a flexible system. They 
have nothing to do with those general movements such as forced 
saving or deflationary losses which deal with the consumers as a 
group, on the one hand, and the producers, on the other. And 
while forced saving and windfall profits (losses) are important 
aspects of cyclical fluctuations of business, it would be a mistake 
to think that the three processes last described would be of the 
same order of importance. But while I have presented those 
processes in the milieu of flexibility, it must be remembered that 
they are also existent in a system possessing rigidity. Any at- 
tempt to subsume them under a general formula is difficult, but 
it is perhaps satisfactory to say that they are, in the nature of 
monetary processes, changing the relative market position of 
individuals rather than of economic classes. 


5. FORCED SAVING AND THE GROWTH OF THE ECONOMIC 
SYSTEM 


Now I come to the much-discussed problem of forced saving. 
After the foregoing discussion I need not describe the process as 
such and its constituent factors. I may simply draw attention to 
the question as to whether or not the equipment of a community 
can be enlarged by means of inflationary capital loans, i.e., by 
means of an inflationary process as described by Wicksell and 
others. This problem may be iooked at in various ways. We may 
simply ask whether or not in a period in which the banks lower 
the interest rate, and by this means induce producers to take 
loans, the production of capital goods will be accelerated. Among 
those economists who do not deny or doubt that there is such a 
thing as an inflationary capital loan, there is hardly one who does 
not answer this question positively. In other words, it is widely 
accepted that by means of inflation the production and invest- 
ment of capital goods can be increased, of course only as long as 
there are no forces which put an end to the compulsory saving of 
the consumers. 

But the question can also be understood in another way. We 
may ask whether or not, by means of inflation, the equipment of a 
community can be definitively increased, i.e., without the oc- 
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currence of a crisis at the moment in which the inflation comes to 
an end. Is it possible to add to the wealth of the nation by means 
of forced saving in the same way that is generally conceived to be 
the case with respect to voluntary saving? Only this latter ques- 
tion allows a satisfactory discussion of the peculiarities of forced 
saving. There is much less general agreement on this important 
problem. A great many writers are very skeptical as to the long- 
run effects of an inflation. This is especially true with respect to 
those economists who have advanced the theory of forced saving 
in its most pretentious form, namely, as a theory of the upswing 
of the business cycle, the inflation being nothing less than the 
cause of the upswing. The sharp distinction which they draw 
between the short-run and long-run effects of forced saving is 
reflected in their explanation of the crisis following the upswing. 

I do not intend to go into the details of the theories which deal 
with the effects of forced saving. All the exponents of the thesis 
that forced saving must finally result in a crisis make use of the 
argument that the expansion of credit by the banks and the con- 
sequent inflation must ultimately cease, either because the banks 
cannot permit their reserve ratios to fall below a certain minimum 
or, in the absence of this restriction, because of an inevitable dis- 
rupture of the economic process if the inflation proceeds without 
limit."® 

Behind this argument of the breakdown of the credit expansion 
stands the old idea of lack of capital. The meaning of the term 
“lack of capital” can be explained in a few words. We speak of 
lack of capital if the supply of free capital is insufficient for com- 
pletion of new plants under construction. Originally this idea of 
lack of capital which may arise in a period of lively investment 
was developed without relation to money—for instance, by 
Spiethoff and Cassel. But later the concept was adopted by 
economists who adhere to the monetary approach to the theory 
of the business cycle. That is, it was linked up with the concept 
of forced saving. Certain business-cycle theorists, such as Mr. 
Hayek, who emphasize the monetary aspect have even gone so 

8 Cf. Hayek, “Capital and Industrial Fluctuations,” Econometrica, II, (April 
1934), 160. 
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far as to maintain that the theory of lack of capital possesses 
value as an explanation of cyclical fluctuations (crises) only in 
connection with forced saving. According to him, forced saving 
must always and inevitably result in crisis through the appear- 
ance of lack of capital, and in his earlier writings he went so far as 
to maintain that voluntary saving could never result in a dis- 
crepancy between the demand and supply of free capital. His 
contention that forced saving must necessarily lead to a dis- 
equilibrium is based upon the consideration that any additional 
sum of money brought into circulation in the form of capital 
loans is only temporarily able to force compulsory saving upon 
the community. As soon as the new loan leaves the sphere of in- 
vestment and enters the sphere of consumption, by way of being 
transformed into incomes (wages), its saving effect is gone (in the 
absence of any voluntary saving) and tends to be offset by a con- 
sumptive effect. The continuance of forced saving, in the sense 
of new additions to the capital equipment, therefore depends on a 
continuous extension of bank loans, and since forced capital 
creation will go hand in hand with a depreciation of the currency, 
the increment in bank loans outstanding must become progres- 
sively greater. This increase in the rate of credit extension is 
necessary to maintain a constant rate of capital accumulation. 
And this accounts for the exhaustion of the capacity of the banks 
for further credit creation.” 

In Hayek’s theory two aspects must be clearly distinguished. 
The first of these is the thesis that the amount of free capital 
provided by forced saving is definitely limited. The second thesis 
is that this fact accounts for the appearance of the crisis. He has 
been severely criticized for his theory of the relationship between 
forced saving and the crisis. But a satisfactory criticism must 
recognize the distinction between the two points just mentioned. 
In my opinion the first part of his theory is valid. Any objection 
to the view that the supply of capital provided by forced saving 
is limited is very likely to confuse forced saving in its proper 
sense with other forms of saving which may simultaneously 
appear in any particular boom period. Hayek himself has stated 


9 Ibid., pp. 158-6o. 
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that in all cases in which forced saving is followed by voluntary 
saving his theory does not apply. But there are other less obvious 
ways of amalgamating forced saving with other concurrent forms 
of saving. I may state three cases which illustrate this point. 
There are inflation theories which start, respectively, from the 
assumptions of (a) a regular depression of the economy with the 
customary unemployment of both labor and capital;?® (0) a 
sudden growth of the supply of labor;”" (c) an equilibrium with a 
subsequent introduction of technological change which results in 
unemployment of workers.” 

In all three cases a writer might reach the conclusion that the 
production of capital goods could be considerably extended along 
with credit expansion of the banks. This is especially true with 
respect to the first case. It is doubtful whether the term “credit 
inflation” is properly applicable to this situation. We must bear 
in mind that credit expansion in this case means nothing more 
than a correction of a former shrinkage of the volume of money. 
Most probably there will be an increase in the production of con- 
sumption goods as well as the production of capital goods. There 
is continually increasing agreement that the starting-point of 
this movement is to be sought in an increase in demand for con- 


sumption goods, the activity of the capital-goods industries being 
induced by the revival of the consumption-goods industries. In 
the initial phase of this movement expansion of credit is largely 
based upon dishoarding—a phenomenon which would be quite 
obvious in a society in which bank notes were used as circulating 
mediums rather than bank deposits. As the volume of trade in- 


2° This is the point of departure of some German writers on business-cycle theory, 
as, for instance, A. Spiethoff, W. Eucken, and others. 


* Exemplified by the approach of J. M. Keynes and D. H. Robertson. In the 
Austrian school, R. Strigl in his recent article on “Lohnfonds und Geldkapital,” 
Zeitschrift fiir Nationalékonomie, Band V, Heft 1 (1934), also uses this assumption of 
an additional supply of workers accompanying the credit expansion. 


2 Exemplified by E. Lederer, A. Loewe, H. Neisser, and others. These writers 
constitute a rather definite German school following somewhat Marxian ideas of the 
business cycle, but introducing a monetary superstructure on the dynamic factor 
of technological progress. Marx himself neglected monetary aspects of the business 
cycle and could be thought of as a member of the banking school. 
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creases and the need for money for business transactions and in- 
come payments grows, we should rather think in terms of an in- 
crease in the demand for money than in terms of an active infla- 
tion and change in the structure of production due to monetary 
influences. It is only when the movement reaches a certain point 
where all factors of production are employed and full dishoarding 
of idle funds has been achieved that we may apply the term “‘in- 
flation” to the continuation of the movement. Then there may 
appear an extension of inflationary capital loans and a certain 
artificial acceleration of the production of capital goods due to 
forced saving. And only this last phase is properly subject to the 
analysis of monetary business-cycle theory. 

Especially interesting is case c (i.e., invention of labor-saving 
devices), in which the assumption of technological advances 
(superimposed on the assumption of economic equilibrium) 
accounts for technological unemployment and savings out of 
surplus value. Writers who adhere to this approach to the busi- 
ness cycle are very likely to reach the conclusion that there is no 
possibility of a lack of capital since more than adequate funds for 
the completion of construction projects are available from the 
windfall profits based on surplus value. New loans, according to 
these writers, are not transferred into wages as rapidly as is the 
case in Hayek’s analysis, in which the element of technological 
progress is eliminated. On the contrary, those writers argue that 
with the increase of the number of the new labor-saving devices 
reaching the state of technical completion and being put into 
operation—i.e., with the increase of the number of discharged 
workers—the chances of the entrepreneurs to make surplus value 
savings will grow during the investment boom. And it is, accord- 
ing to them, exactly this increase in the rate of surplus value 
saving which ultimately must lead to a crisis, starting in the form 
of an overproduction of capital goods (“oversaving”’).2? We have 
here, in other words, a sophisticated and interesting version of the 


*3 In order to make plausible the occurrence of a general crisis following this over- 
production of capital goods, the writers refer to an additional monetary factor of 
disturbance, i.e., a general shortage of the volume of money through hoarding by 
entrepreneurs and possibly consumers. 
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underconsumption theory of the business cycle.*4 But this theory 
of surplus value saving has only a slight connection with the 
theory of “forced saving.” Indeed, a connection between this 
process and the monetary element of forced saving can be con- 
structed in only an indirect way, namely,” in the sense that bank- 
credit expansion serves to accelerate the adoption of new tech- 
nical devices and along with this causes an acceleration of surplus 
value saving. 

Less tenable is the second part of Mr. Hayek’s thesis, namely, 
that forced saving results inevitably in crisis. Some critics have 
maintained that fluctuations in the rate of supply of free capital 
and—what is interesting in this connection—a decrease in the 
rate of supply are not confined to the case of forced saving. Ina 
recent paper Mr. Hayek has made an attempt to meet this criti- 
cism by admitting that the rate of voluntary saving may decrease 
but that such decrease will not necessarily lead to a crisis.” It 
will not lead to a crisis if the decline does not occur too rapidly. 
To speak more accurately, if the capital increment remains ade- 
quate to complete plants under construction, a decline in the rate 
of saving need not result in a lack of capital and consequent 


crisis. The simple effect of the decline in the rate of saving will 
be, according to Mr. Hayek, a compensating decline in the new 
construction projects undertaken. This argument may be cor- 
rect but, whether correct or not, it does not add support to the 
contention that voluntary and compulsory saving are necessarily 
different in their effects. His argument is two-edged. If it is true 
with respect to voluntary saving, it is also true with respect to 


24 The difference between this type of underconsumption theory and the naive 
underconsumption theory lies, briefly speaking, in the following fact: in the former 
it is admitted that the ratio between the production of consumers’ goods and capital 
goods can at least temporarily be changed in favor of the capital-goods production, 
but, as already mentioned, only at the cost of an ultimate crisis; whereas the naive 
underconsumption theorists contend that this ratio cannot be changed at all without 
the occurrence of a crisis. The process of saving (which necessarily precedes the in- 
crease of the capital-goods production) will not lead to an increase in the demand for 
capital goods, but will lead to hoarding of money and a deflationary crisis, so the 
naive underconsumption theory says. 

*s As Schumpeter has pointed out in his Theory of Economic Development. 


26 In “Capital and Industrial Fluctuations,” op. cit., p. 150. 
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forced saving. It must be granted that the imminence of a lack 
of capital is announced by a different factor in the respective 
cases. In the case of voluntary saving the rise in the interest rate 
announces the lack, while in the case of forced saving the interest 
rate may remain low, as the inevitable limits of expansion are 
approached. But there is an alternative symptom of the capital 
lack which may prove quite as effective as a discouragement to 
entrepreneurs in undertaking the construction of further plants. 
This factor is the rise in money costs of plant construction. 

We must consequently conclude that both voluntary and forced 
saving may or may not result in a crisis. Any attempt to dis- 
tinguish between the two cannot go farther than to establish that 
there is a greater possibility of disequilibrium in the case of forced 
saving than in the case of voluntary saving. This can be said in 
view of the consideration that forced saving is likely to show a 
greater amplitude of fluctuation than voluntary saving. 


6. THE DEMAND FOR MONEY 


In coming to the question of the demand for money it should 
be kept in mind, as in the case of forced saving, that its practical 
significance is derived from the existence of rigidity in the eco- 
nomic systems. But a fine distinction has to be made, in so far 
as we have to say that only its practical importance, not its 
existence as such, depends on the element of rigidity. Even under 
conditions of flexibility the extensive or intensive growth of the 
economy demands that the quantity or velocity of money be in- 
creased, if the economic process is to continue smoothly and with- 
out any interruption whatsoever. In order to show this we may, 
for a moment, observe the effects of an increase of the number of 
workers in an economy in which the supply of money is strictly 
fixed, i.e., in which both the quantity and the velocity of money 
remain constant. Since nothing has happened to change cash 
balances of particular entrepreneurs,”’ no entrepreneur can hire 

*7T am assuming here not only a fixed total amount of money but also a fixed 
distribution thereof among individuals. Of course there is always—except in the 
extreme case that the velocity of circulation of money has reached its “technical 


maximum” in a country—the possibility that an individual borrows the temporarily 
unused funds of another person. But it has to be remembered that if, let us say on 
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one or more of the additional workers save by simultaneously 
lowering the money wages of the workers whom he is now employ- 
ing. And now we arrive at a peculiar conclusion. It would be 
merely a matter of the absolute size of a particular firm and its 
corresponding cash balance which would decide how much the 
wage rate would have to be lowered in order that an additional 
laborer could be absorbed. In other words, because of this ar- 
bitrary factor alone, the larger firms of a community would have 
a better chance than the smaller ones to hire the additional 
workers, no matter what the relative efficiencies of additional 
workers in small and large firms may be.”® 

I need not proceed farther along this line in order to show that 
producers must have access to an elastic credit system” in order 
to hire additional laborers. This is the only reasonable condition 
which will make it possible for money wage rates to be main- 
tained in accord with the monetary productivity of labor while 
additional workers are employed. 

The existence of rigidities with regard to money wage rates and 
the other income contracts intensifies the necessity for an elastic 
supply of circulating mediums. There are, however, some dif- 
ficulties awaiting us at this point: 

1. While we have said that the demand for money arises from 


account of a policy of a constant volume of money, credit operations of this kind 
should be carried through more intensively than before, we are not dealing any more 
with the case of a truly inelastic supply of money, as the velocity of circulation of 
money will increase under those circumstances. 

#8 If any of the small firms which formerly employed one worker each were to 
absorb one of the additional workers, wages would have to be cut in half. But not 
only this one worker but thousands more could be added to Ford’s pay-roll without 
producing such an embarrassing result. 

29 At least in the sense that the velocity of money is allowed to increase, but 
normally in the sense that the quantity of circulating mediums is not fixed. The 
question as to whether the function of creating new circulating mediums should be 
left to a private competitive system of commercial banks or—as was recently sug- 
gested by Professor H. C. Simons, of Chicago (A Positive Program for Laissez Faire, 
Public Policy Pamphlet No. 15 [1934])—transferred into the hands of the govern- 
ment cannot be discussed here. The statements and qualifications which wil! be 
made later with respect to the normative principle of the elasticity of the monetary 
system are based on the assumption that the function of creating new circulating 
mediums rests with private banks. 
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the rigidity of certain cost factors (besides the fact just men- 
tioned), it would be misleading to assume that it is this rigidity 
element which induces entrepreneurs to borrow funds for the 
financing of additional income payments. The question of the 
demand for money is less simple than it would be under those 
circumstances. 

2. There is a great step from recognizing that the demand for 
money is a reality to the point where we can determine quantita- 
tively the demand for money with respect to a particular situation. 

3. There is, at least from the viewpoint of the ideal of neutral 
money, the problem of how the volume of money can be increased 
in an orderly manner, i.e., without too much danger that money, 
during the process of credit expansion, assumes an active in- 
fluence upon price relations, especially upon the relationship be- 
tween consumption and capital formation (forced saving). 

With respect to the first point it is safe to say that it is the price 
anticipations of the entrepreneurs, on the one hand, and the 
marginal physical productivities of the factors of production, on 
the other, which decide to what extent the entrepreneurs are 
willing to borrow money for additional income payments. If the 
entrepreneurs expect the prices of their commodities to remain 
stable and if, at the same time, the marginal productivity of labor 
remains constant, they will—in a system of free competition—be 
forced to hire additional workers at the old monetary wage rates. 
Under equal conditions with respect to the marginal productivity 
of capital, the interest rate on savings will also remain constant. 
The growth of production, then, goes along with an increase in 
the volume of money for income payments,*° and this increase, 

3° Also for additional transactions between the firms (some writers speak of 
transactions between the “stages” of the production), arising out of the purchase of 
materials to be manufactured (not invested). With respect to the necessity of dis- 
tinguishing between a monetary “income fund” and a “business fund” of the com- 
munity in the sense of two different, simultaneously existing parts of the total 
quantity of money, see the analysis of Hans Neisser, “Der Kreislauf des Geldes,” 
Weltwirtschaftliches Archiv, XXXTII (1931), 360. 

The demand for money for the “business fund” arises, on principle, from the 
“differentiation” of the production process, but in addition, on the basis of this 


factor, the price level of the materials and the volume of production are factors de- 
termining quantitatively the demand for “business funds.” 
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resulting from the borrowings of the individual business men, will 
mutually justify the anticipation of stable selling prices (this 
latter statement, however, holds to the fullest extent only if all 
industries grow proportionately, for only in this case will the 
borrowings mutually guarantee that.a market can be found for 
additional products at the expected price, provided, furthermore, 
that the structure of the demand remains unchanged). 

Coming to the second point—i.e., the problem of the quanti- 
tative determination of the demand for money in any particular 
situation—the need for “credit standards’ must be emphasized. 
Such standards have been worked out. One of them is the policy 
of price stabilization. This standard, or rather the thought that 
commodity prices should under all circumstances be kept stable, 
has been rightfully severely criticized. The critics have pointed 
out that commodity prices should fall when technological progress 
resulting in an increase in the physical productivity of the factors 
of production, occurs. They show that under the cover of price 
stabilization there is the danger of inflation, with resulting wind- 
fall profits at the expense of the consumer. 

The main criterion for credit standards is the type of growth of 
the economy. The three main types are extensive growth, in- 
tensive growth, and technological progress. The first two types 
are characterized by an increase of the factors of production, in 
the first case of all factors co-ordinately, in the second case of one 
factor, or some factors, relative to the others. The third type of 
growth, technological progress, is—however, only in its purest 
and by no means usual form—characterized by the fact that the 
physical volume of production increases without any increase in 
the factors of production. 

With respect to extensive growth, several writers have argued 
that price stabilization is the most suitable criterion for monetary 
policy, whereby the idea of price stabilization stands more or less 
for the idea of allowing money wages to remain stable. This 
policy of course implies an increase in the quantity (or velocity) 
of money. I have already shown in what way and under what 
conditions prices can be kept stable, without involving an active 
policy on the part of the central bank. I may therefore confine 
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myself to drawing attention to the important fact that in the case 
of extensive growth, as it is usually defined,* the stabilization of 
commodity prices actually coincides with the stabilization of the 
prices of the production factors (money wages, interest rate on 
capital). As soon as we drop the assumption that all factors of 
production grow co-ordinately and that the marginal physical 
productivity of each factor of production remains constant, the 
policy of stabilizing the commodity prices (“commodity stand- 
ard”) becomes less satisfactory. If, for instance, the marginal 
productivity of labor decreases, owing to an increase in labor at a 
greater rate than the increase in other factors, money wages will 
have to fall even if the commodity prices are being kept stable. 
And if, owing to an increase in capital at a greater rate than the 
increase in other factors the marginal productivity of capital 
goes down, the interest rate will have to fall if price stabilization 
is the goal of monetary policy. In this latter case, moreover, 
money wages will have to rise under a policy of stable commodity 
prices (on account of the increase in the marginal physical pro- 
ductivity of labor which, if the entrepreneurs anticipate stable 
prices, will lead to higher money wages).* 


# At least in the German economic literature extensive growth is defined as a 
co-ordinate growth of all factors of production without any change in the marginal 
productivity of each factor (cf. G. Haberler, “Die Kaufkraft des Geldes und die 
Stabilisierung der Wirtschaft,” in Schmoller’s Jahrbuch fiir Gesetzgebung, Verwaltung 
und Volkswirtschaft [Jahrgg. 55, 1931]). 

» Assuming a system of free competition. As I have shown elsewhere, this in- 
crease in money wage rates, although it raises the money costs of production (per 
unit of commodity) above that level which would exist under a policy of a constant 
volume of money, tends to secure monetary equilibrium in the sense of an equilibri- 
um between total money costs per unit of commodity, on the one hand, and money 
receipts per unit, on the other. “Es mégen sich Zweifel erheben, ob mit dieser Um- 
laufsmittelerweiterung [for the financing of additional wage payments] der Wirt- 
schaft geholfen ist. Aber so wenig bezweifelt werden kann, dass der Geldaufwand 
der Unternehmen steigt, so sicher ist im Hinblick auf die fixe Kapitallast (die zwar 
nach erfolgter Kapitalintensivierung gestiegen ist, aber durch eine Niveausteigerung 
der Geldléhne nicht mehr verandert wird), dass die Kostensumme nicht propor- 
tional der Erléssumme wichst. Wir stellten . . . . fest, dass eine deflatorische Sen- 
kung von Lohn und Zins die Spanne zwischen Kosten [average costs}—und Erlis— 
summe .... vergréssert. Umgekehrt muss die Niveausteigerung von Lohn und 
Zins diese Spanne tendenziell ausgleichen. Schematisch betrachtet, wird sich der 
Ausgleich unter folgenden Bedingungen einstellen. Die Tatsache, dass die in der 
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With this, however, we have entered the field of intensive 
growth. It is this type of growth which reveals a conflict between 
the “ideal” of commodity-price stabilization—recommended by 
the majority of writers on money who, indeed, are willing to 
abandon the commodity standard only when it comes to ques- 
tions of technological progress**—and the “ideal” of stabilizing 
the prices of the factors of production. As we have just seen, the 
stabilization of commodity prices can imply an increase or de- 
crease in money wages, and equally an increase or decrease in the 
interest rate on capital. Shall we, therefore, give up the idea of 
price stabilization in all cases in which the economic growth is 
accompanied by a change in the marginal productivity of the 
factors of production? Is it not better to stabilize money-income 
rates as probably the most rigid element in the whole system? 

The answer to this question is difficult, as any decision involves 
a compromise. It has to be borne in mind that the commodity 
standard has the advantage of solving the question of fixed 
capital charges. But, on the other hand, this standard may, in 
those cases in which the stabilization of commodity prices is 
supposed to be attained through an increase in money wage rates 
(intensive growth in the sense of an increase of capital per worker), 
open the door to forced saving. Here and in the opposite case 
(the commodity standard forcing money wages to go down) the 
labor standard seems to be superior. But is it really superior? For 
any advocate of a flexible system there must be serious doubts as 
to the advisability of giving sanction to the rigidity of monetary 


Kapitalgiiterindustrie bezahlten Einkommen zu Amortisationen der Konsumgiiter- 
industrie werden, macht in der Kapitalgiiterindustrie ein Vergrisserung der 
Geldeinkommen erforderlich, die wertgleich ist der Amortisation der Konsum- 
giiterindustrie. Damit wiren an sich in der Konsumgiiterindustrie die Vorausset- 
zungen eines verlustlosen Absatzesgeschaffen [assuming that the new plants have 
been completed and put into operation, the rate of saving being zero after the period 
of construction] Die Léhne in der Konsumgiiterindustrie nzi'ssen gleichfalls 
steigen und damit der Geldaufwand der Konsumgiiterindustrie. 13. aber mit einer 
Ausdehnung des Einkommensgeldfonds die Erléssumme der Konsumgiiterindustrie 
automatisch wiichst, gleicht sich die Niveausteigerung der Geldeinkommen auf 
der Kosten- und Erlésseite aus” (0. cit., pp. 53-54). 

33 Whether Hayek’s policy of a constant flow of money (worked out in connec- 
tion with his analysis of intensive growth in the sense of an increase of capital per 
worker) is a real exception to this rule remains to be seen. 
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income rates, as the labor standard carries us far away from the 
ideal of flexibility. Besides we must remember that any attempt 
to stabilize money wage rates leads necessarily (with the excep- 
tion of constant marginal productivity with respect to each factor 
of production) to a change in the price of the other factors of pro- 
duction, unless we admit monetary influences to operate upon 
the relative prices of the factors of production. 

It is not our task to reach a decision with respect to the choice 
between the two standards. This decision will depend (quite 
apart from the question of the ultimate political ideal) upon such 
questions as the degree of rigidity of income rates in any one 
country and, for instance, the extent to which the capital of a 
community is invested in the form of fixed charges (the more 
fixed charges prevail, the stronger the argument for a stable price 
level). Furthermore, it will depend upon the respective amount 
of burden resting upon the monetary authority in any one of the 
two policies. What can be safely said is that each of the two 
standards is superior to the much-discussed policy of “constancy 
of the money stream.” 

The only case in which there is no need for an increase in the 
volume of money and in which the policy of a constant flow of 
money is conducive to the prevention of economic disturbance 
(windfall profits and losses) is in the instance of technological 
progress. Of course, we must remember that a growth of pro- 
duction which is due solely to higher efficiency of the factors of 
production is highly abstract. From a practical point of view we 
have to conceive of economic growth as a composite of techno- 
logical progress and intensive and/or extensive growth. Practical 
policy will involve acjustment of the quantity of money with re- 
spect to intensive ard/or extensive growths, irrespective of wheth- 
er or not techno!ugical change appears simultaneously. In so far as 
technological ¢ hange appears, prices should be allowed to decline. 

With respect to the third and last point—i.e., the question of 
how to minimize active monetary influences upon production in 
the sense of forced saving during credit expansion—I must con- 
fine myself to a few tentative observations. This problem is not 
quite solved by saying that the economy ought to observe strictly 
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the old banking rule, according to which only short-term loans 
should be made. Under this rule only the direct way to force 
saving is closed. A lowering of the interest rate on short-term 
loans sufficient only to induce entrepreneurs to increase their 
cash balances will not directly interfere with the interest rate on 
long-term loans and consequently will not directly affect the 
capital market. This is important with respect to the Wicksell 
problem concerning discrepancies between the natural and the 
market rates of interest.*4 However, even on the basis of short- 
term loans forced saving is possible. If, for instance, the objective 
of monetary policy is the stabilization of the prices of consumers’ 
goods, and if this aim is supposed to be reached by an increase in 
money wage rates (intensive capital growth), the credit expan- 
sion may lead to forced saving on account of the inflexibility of 
wages. In other words, before we reach the stabilization of an 
index of consumers’ goods prices, windfall profits may ensue. 
There seem to be various possible methods whereby this problem 
may be treated, but only one can be mentioned here. The mone- 
tary authority could observe the price relationship between con- 
sumers’ goods and capital goods with a view to preventing violent 


fluctuations in this relationship.* 
WALTER EGLE 


UNIVERSITY OF VIRGINIA 


34 Neisser has recently shown that we must distinguish between interest charges 
with respect to cash balances and those on real capital: “If we keep in mind the 
existence of these particular monetary components in the total capital of the enter- 
prise, we are also able to answer the question, why the lowering of interest rates by 
credit expansion does not cause a deviation from the equilibrium position in the 
demand for capital goods and in their price level. These new monetary components 
do not directly add anything to the marginal products of the real capital compon- 
ents, but they are entitled to draw their interest out of the receipts of the enterprise 
just as the real capital is entitled to draw its interest; therefore, the marginal pro- 
ductivity of the increment of total capital is less than the marginal productivity of 
the increment of real capital. By a corresponding lowering of the supply price of 
capital, equilibrium is restored. On the one hand, the savers have to share the total 
interest earnings with the banks that grant the additional credit; on the other 
hand, the demand for capital goods is represented only by a part of the new in- 
vestment, and is just as it would be in a barter economy” (“Monetary Expansion 
and the Structure of Production,”’ Social Research, November, 1934, p. 448). 

35 T assume that in a system in which capital formation rests solely upon volun- 


tary saving, the fluctuations in the capital supply, interest rate, and possibly the 
price relationship between consumer’s goods and capital goods would be less violent 


than in a system in which forced saving exists. 





THE JOINT-STOCK COMPANY IN ENGLAND, 
1830-1844 


N THE February number, of this Journal, I dealt with the 
| development of the joint-stock company in England from 
1800 through the great boom of the twenties which oc- 
casioned the repeal of the Bubble Act. Resurrected from sup- 
posed oblivion by the law officers of the Crown as a weapon to 
attack incipient unincorporated companies, the statute of 1719 
had presented serious dilemmas to promoters. And yet, in the 
face of doubts as to legality and of determined opposition from 
many sources, the unincorporated company forged its way to 
something like legal status in the first quarter of the nineteenth 
century. It became an important instrument in the organization 
of several fields of England’s economic life. Beyond repeal of the 
Act of 1719, however, Parliament took no steps to erect any 
sufficient legal framework to govern this new vehicle of business 
enterprise for the assembly and use of large amounts of capital. 
Furthermore, important incidents of incorporation, especially 
limited liability, remained within special gift of Parliament or 
under bureaucratic lock and key. This paper will discuss the 
next clearly defined period in the long and bitter struggle for 
freedom of incorporation in England, that from 1830 to the pas- 
sage of the Companies Registration and Regulation Act of 1844. 
For some years, the crisis of 1825-26 “abated the spirit of 
enterprise throughout the country.”* Indeed, the Circular to 
Bankers commented in 1832 as follows: “The general absence of 
speculation in the commercial affairs of England is from the 
extraordinary length in which it has been manifest, the most 
remarkable feature in the history of commerce of the present 
*“The Joint-Stock Company in England, 1800-1825,” Journal of Political 
Economy, XLIII (1935), 1-33. I wish to repeat acknowledgments there made to the 


Committee on Research in the Social Sciences, and especially to Professor Edwin 
F. Gay, of Harvard University. 


* Annual Register (1837), p. 172. 
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time.’’? The appetite for speculative promotions did not recover 
immediately from the rude surfeit which it had experienced. 
For several years, in fact, al/ large associations were stamped by 
the public as “bubbles and delusions.”* Even in 1833, the Times 
was “far from agreeing that there exists now much danger of a 
revival of the mania of 1825; the example is too recent; and in its 
effects too severely felt, to render a repetition of it at all prob- 
able.’’s 

Meanwhile, Parliament took one slight step intended to extend 
slightly the general availability of corporate privileges. The 
Trading Companies Bill® of 1834 (the title is significant)’ recited 
the expediency of giving companies for trading and other pur- 
poses some of the privileges incident to corporations created by 
royal charter, especially that of maintaining and defending ac- 
tions and suits in the name of a principal officer, although, to 
incor porate by Royal Charter granted either according to the 
rules of common law or in pursuance of the Act of 1825, would be 
“inexpedient.” Accordingly, the Crown was empowered*® to 
confer by Letters Patent such corporate privileges as could be 
extended by charter at common law and under the Act of 1825. 
In other words, the Crown might at discretion create a lertium 


quid which was neither corporation nor partnership. 
At once, there was a petition seeking privileges, in response to 


3 November 16, 1832. 
4 “Law of Partnership,” Westminster Review, XX (1834), 62. 


5 April 27, 1833. Owing to the great abundance of unemployed capital, a cor- 
respondent, in a letter “on the frauds that naturally spring out of the establishment 
of joint-stock companies,” had apprehended “the introduction of similar schemes, 
with the like train of ruinous consequences” and urged the adoption of “some legis- 
lative regulation for the government of such companies, which would extend the 
liability of those who project them and assure to subscribers at least some account 
of the mode in which their funds are expended.” 

© Parliamentary Papers, Vol. II (1834). 

7A single voice was raised in opposition in the House. Attwood “objected al- 
together to joint-stock companies for purposes to which individual industry was 
competent.” 3d series Hansard, XXV (1834) 193. 

§ By 4/5 Wm. IV, c. 94. Lists of members and their addresses were to be filed 
and open for inspection. Liability of shareholders was not to cease upon a transfer 
of their shares but to continue in force for three years thereafter. 
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which the Board of Trade drew up minutes which formulated its 
policy in the matter. The general tenor of the position taken, 
especially the insistence on the superiority of “individual” 
enterprise, suggest that Adam Smith’s ghost still stalked in 
Whitehall among the King’s advisers: 


Although the Act undoubtedly confers upon the Crown the power of 
granting limited privileges to Public Associations ....and specifically 
points to that of sueing and being sued by their Secretary as one desirable 
not only for the benefit of such associations, but of the Public with whom 
they deal, it is necessary to take care that such powers are not conferred in- 
discriminately, and that so long as the present Laws of Partnership remain 
unchanged, . . . . facilities should not be afforded to Joint Stock Partner- 
ships which may interfere with private enterprize carriedon under those 
laws unless the objects of such companies are of a nature fully to justify 
such interference upon the ground of general public advantage. 


The principal circumstances which would constitute such justi- 
fication were set forth as follows: 


(1) Where the object for which the association is formed is one of hazard- 
ous character, in which many individuals may be disposed to risk moderate 
sums, the aggregate of which may constitute a large sum sufficient for the 
undertaking, but in which a single capitalist, or two or three, under an ordi- 
nary partnership would be unable or unwilling to engage. The working of 
mines is an example of this species of adventure. 

(2) Where the capital required is of so large an amount that no single 
partnership could be expected to support the expense, as in the case of Rail- 
ways, Canals, Docks and works of that description. 

(3) Where no great advance of capital, but extended responsibility, is 
desirable, as in the case of Assurance Companies, etc. 

(4) Where the object sought can be effected by a numerous association of 
individuals, such as the formation of Literary Societies, Charitable Institu- 
tions and similar bodies.® 


Perhaps unaware of the Board of Trade’s ruling, a reviewer 
in the Westminster took sharp issue with the policy expressed in 
the statute. “The vesting in Government of the right of granting 
a charter to this company or that,” he maintained, “can only be 


° Cf. Board of Trade Papers, 5/42, fol. 259-62 (November 4, 1834). In the view of 
the Board of Trade, the business of the applicant in immediate question—the 
Scottish Brewing Co.—did not afford any one of these grounds, or any other of im- 
portance, as a justification; and to grant such power would be unnecessarily to inter- 
fere with “the course of private speculation and individual enterprise carried on 
under ordinary partnership laws” (ibid.). 
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a source of patronage, sought for and obtained by endless begging 
and intrigue.” And, furthermore, in terms upon which the final 
struggle for limited liability was to be fought out twenty years 
later, he urged that: 

whatever facilities are now granted by charter or by Act of Parliament ought 
to be a matter of common right, upon the principle of Laissez-nous faire. 
Whether a person should embark all his capital in one enterprise or more, as 
an individual, or in one of these companies, should be a matter left to his own 
discretion.” 

The rules as set forth in 1834 seem in fact but to crystallize 
formally the general practice which the Board had followed under 
the Act of 1825. Corporate privileges had been kept under lock 
and key and doled out sparingly, if at all. Thirteen applications 
were refused in 1826, among them projects for a plate-glass manu- 
facturing enterprise, and for salt manufacturing, coal, insurance, 
loan and various mining companies. Indeed, between 1825 and 
1834, out of a total of some thirty applications, partial privileges 
appear to have been granted in only half a dozen cases and ap- 
proval of full limited liability was extended to only one, the 
Nova Scotia Mining Company (1831). One other, the Haytor 
Granite Company (1829) was chartered with “single responsi- 
bility” but against the recommendation of the Board.” Three 
charters carrying double liability were sanctioned, the London 
Portable Gas and the New Zealand Company (1826), and the 
London Gas Light (1831). Shareholders in the last-named could 
not escape liability by a transfer of their shares until six years 
after date thereof.” In fact, responding to a current inquiry as 
to their policy regarding “trading companies,” the Board de- 
clared that it was their “usual practice” to require a double 
liability of shareholders."* The grounds for refusal strike a 


10 Op. cit., p. 71. 

* B. of T., 5/30, fol. 534-35. 12 Tbid., fol. 373-74. 

13 Ibid., fol. 534-35. Double liability became also a primary condition of the 
grant of a charter to overseas banks which the Board found it expedient to sanction, 
although hostile to banking enterprise at home. The conditions first laid down in a 
memorandum re the Bank of Mauritius [1830] (B. of T., 5/39, fol. 315-16) were sub- 
sequently followed in this important particular. (Cf. also, Baster, The Imperial 
Banks [1929], passim). When, in the early thirties, imperial bank charters had 
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familiar note. {In several cases, the fact that the business was 
already being carried on successfully by partnerships “having no 
Privilege of Incorporation” was a factor sufficiently adverse in 
the eyes of the Board."* 

Nor do the minutes of the Board reveal any greater liberality 
subsequent to the passage of the Act of 1834. In this year, in ad- 
dition to the application of the brewing concern already mentioned, 
that of a fishing company was refused and even the right of suit 
was denied to the Birmingham Fire Company. Its capital of 
£8,000 was considered to be too small.** The Shrewsbury Coal 
Company was refused for the same reason in 1835, as was also a 
flax manufacturing company. Applications from the Edinburgh 
Gas and the Glasgow Union Banking companies met a like fate 
in 1836, as did the Union Plate Glass Company of Manchester. 
A concern capable of being carried on with such a moderate 
capital as this last had (£125,000) “ought to be left to individual 
industry.’"* In 1837, the Board declined to approve the grant of 
charters to the Norwich Yarn and to the Insurance Company of 
Scotland. Indeed, over this period, 1834-37, the minutes show 
approval of only three or four out of some twenty-five applica- 
tions (exclusive of colonial banking projects). 


In fact, the figures for private acts‘? (in Table I) suggest that 
the quest of applicants for corporate privileges met with greater 
success at the hands of Parliament. 

The confidence expressed by the Times in the events of 1825 


become “a subject of daily recurrence,” the intolerable red tape involved brought 
the following blast from the redoubtable Sir James Stephen of the Colonial Office: 
“.... a3 I conceive it to be a mere matter of form and etiquette to attribute to the 
Attorney and Solicitor General for the time being any better notions on Topics of 
this kind, or any more general knowledge than belongs to their Neighbors, I should 
dispense with the Ceremonial, if the decision rested with myself. The fact is that a 
man may pass a long life in Westminster Hall, without having half a dozen times to 
turn his mind to the Question of the proper Constitution of Corporate Charters or 
commercial Partnerships. The Merchants on the Royal Exchange would be tenfold 
better Authorities than all the four Courts united.” (Letter to Att’y-Gen’l, May 22, 
1834. See B. of T., 1/304, II, 12, No. 4.) 

4 Ibid., 5/35, fol. 71-72. 

'S Ibid., 5/42, fol. 357. *6 Thid., 5/44, fol. 295. 

"7 Cf. Knight’s Companion to the Newspaper (1835), p. 517; (1836), pp. 269 f. 
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as a cure for speculative fever was not based apparently upon 
a careful survey of the signs of the day; at least it gave no evi- 
dence of any penetrating knowledge of the forces making for the 
expansion of English economic activity. For in the spring of 1834, 
“the mania broke out again.’’** By 1836, ministers of the Crown," 
“struck with astonishment,” were once again seriously warning 
the country against “the rage for the formation of joint-stock 
companies, having for their professed objects matters exceeding 


TABLE I 








1835 








Improvement of Towns (water 
eS eee 48 
Internal Communication (roads, 
canals, railways) 66 
Navigation (harbors, piers, docks, 
etc.) 17 
Companies for other purposes... . 11f 

















* Including 2 insurance and 2 land companies. 

t Including 1 coal, 2 manufacturing, 1 banking, 2 navigation, 3 insurance, 1 law, and 1 fishing 
company. 
in absurdity those of companies of the year 1825,’ and from 
“prudential considerations,” they took it upon themselves “to 
warn the House that the current prosperity might not be per- 
manent.” It was a period of intense enthusiasm for new proj- 
ects— “every newspaper teemed with schemes of the wildest 
kind’’°—the joint-stock bank became the darling of the com- 
pany promoter; transportation by rail gripped popular imagina- 
tion and the first great railway boom took place; life assurance 
companies were launched by “almost every distinct religious sect, 
by every interest where the members of it congregate in particular 
haunts, every class of professional and commercial life”’ ;?* dozens 

“Report of Select Committee on Joint Stock Companies,” P.P., Vol. VII 
(1844), “Evidence,” § 2341 ff.; hereafter cited as Report of 1844. 

19 Spring-Rice, Sir R. Peel, P. Thomson; Hansard, XX XIII (May, 1836), 644 ff. 

2° Annual Register (1837), p. 174. 

* Circular to Bankers (Sept. 28, 1838). By 1844, 172 English companies were 
doing business; see infra. 
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of mining ventures were floated, steam navigation attracted 
enthusiasts and capital;” and, as usual, a host of miscellaneous 
projects enjoyed their brief day of speculative favor. In contrast 
with the twenties when “the spirit of speculation was turned to 
foreign adventure,” especially mining, it was “now directed to 
home objects.’” 

In 1826, Parliament had repealed some of the exclusive privi- 
leges of the Bank of England and authorized joint-stock banks 
of issue outside of London with a view to the introduction of a 
greater degree of stability in the credit structure of the country.”4 
Responding to the opportunity thus afforded, joint-stock banks, 
though organized slowly at first, had grown steadily in numbers 
as the following figures*s indicate: 


Number Formed 


There were, of course, doubters and objectors. An interesting 
course of opinion is found in the Circular to Bankers. In 1828, 


with reference to the Bank of Manchester, that journal declared: 


it is, looking at all the circumstances, one of the most successful instances of 
charlatanerie, yet exhibited to the public. It is created by no want experi- 
enced by the community; it is produced by no inconvenience sustained; no 
doubt of the stability of existing banks; and it cannot be attended with any 


= The prospectus of the British and American Steam Navigation Co. (1835), 
having a capital of £500,000, may be quoted: “No part of the world presents so 
great an opening for the successful employment of steamships as the line between 
London and New York. The passengers between Europe and the United States 
make this route their common road. The single fact that 50,000 individuals landed 
in New York in 1834 from this country only, affords undeniable evidence that the 
scope for such an undertaking is ample.” Cf. also that of the British and Foreign. 
The crisis of 1836 was only an interlude in this field. The Chronicle stated in 1838 
(City Article, July 21) that a great deal of capital was going into “sound and useful 
employment in several companies for the building of steam shipping for various 
parts of the world”; 5,000 tons were to be laid down for companies from England 
to New York. A company even for iron steamers on the Ganges was in formation. 


*3 Hansard, loc. cit. Cf. Tooke, History of Prices, Il, 278. 
™ Cf. my article, Journal of Political Economy, February, 1935, pp. 28 f. 
* “Report of Select Committee of 1836,” loc. cit. 
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reasonable hope of profit to the proprietors. [Further, joint-stock banks 
were] very inferior to private banks Joint Stock Banking Companies 
aim at making all cases conform to their established rules; while the very 
essence of the principle of a private banker is that he makes a rule for every 
case: hence the necessity for private consultation and unreserved confidence 
which never can obtain from public companies.” 


Three years later the Circular spoke of the same bank as “by 
far the most important joint-stock banking company formed in 
England since establishment of the Bank of England.” It was 
well managed and successful.?’ And finally, in 1834, “the sequel 


TABLE II 











Amount Latest 
Paid-Up Dividend 
Per Share (Per Cent) 





£ 
Lancaster Banking Co 1826 20 
Huddersfield Banking Co 1827 17 
Bank of Manchester 1829 25 
Gloucestershire Banking Co 1829 5 
Birmingham Banking Co 1829 10 
Halifax Joint Stock Bank........ 1830 10 
York City and County Banking 

Co. 1830 10 


£ 
74 40 
74 grt 


7 35 
10 16 


12 14 
21 


oooo0oo0oo0o* 


22 
O4 
16 
21 
16 


Sheffield Banking Co 1830 55 
Leeds Banking Co 1832 10 
Darlington District Bank 1832 15 
York Union Banking Co 1833 10 


eoooo$°o 

















has confirmed the most sanguine expectations” of directors.” 
Table II?® suggests the position of a number of the new institu- 
tions in 1833. 

They were launched with fanfares of glowing optimism of 
which the prospectus of the Cheshire and North Wales District 


26 November 21, 1828. Later (January 20, 1829), the failure of the St. Patrick’s 
Marine Insurance Co., of Dublin was held up asa warning. Some of the shareholders 
became so alarmed at “the havoc made amongst the rich proprietors” that they 
“paid their private debts, sold their effects and expatriated themselves for life” 
rather than continue subject to liability. Investors in joint-stock banks could like- 
wise “in the end reap nothing but trouble, anxiety and loss.” 

27 September 9, 1831. 28 December 5, 1834. 

29 From the “Prospectus of a Joint Stock Banking Company to be called the 
Cheshire and North Wales District Bank” (1834). 
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Bank (1834) is typical. In consequence of the long standing pro- 
hibition against banks having more than six partners, it urged, 
England had repeatedly been reduced through the failure of 
private banks in periods of financial strain to, as Huskisson 
described the situation in 1826, “within forty-eight hours of a 
state of barter.” “The happy exemption of Scotland” from 
parallel difficulties proved the soundness of joint-stock banks. 
“Their solidity was such, their ramifications so extensive, the 
great sources of credit so concentrated, as to fix public confidence 
with unswerving firmness.” The passing of 7 Geo. IV, c. 46 
would mark “an epoch in our commercial history.” “Incalculable 
benefits” would follow in England upon the development of the 
joint-stock system. “An unlimited proprietary” would insure 
paid-up capital adequate to meet the banking wants of the most 
populous district. Furthermcre, a new principle had of late been 
embodied in practice which would enable “the diffusion of ad- 
vantages”’ over the country—‘“‘the formation of District Branches 
which combine the unity and efficiency of an independent Bank, 
with a security to shareholders as depositors as ample as that 
afforded by the Head Bank.” 

Surprise was occasioned in 1833 when the law officers of the 
Crown declared the legality of joint-stock banks of deposit in and 
near London, “notwithstanding the old and general impression that 
by the Bank Charter just expiring they had been wholly pro- 
hibited.”3° The Attorney-General in an opinion rendered to the 
Chancellor of the Exchequer had stated that “we must premise 
that the common law knows no distinction between joint-stock 
companies and other partnerships.” Furthermore, in the act to 
renew the Bank’s Charter, there was inserted a clause which 

3° Times, August 31, 1833. 

3 3/4 Wm. IV, c. 98. The Earl of Ripon stated to the House (Hansard, XX 
[1833], 842) that “great doubt had prevailed during the existence of the last charter” 
as to the precise extent of the Bank’s monopoly. In fact, it had been questioned 
before the act of 1826 which definitively authorized joint-stock banks without limi- 
tation on the number of partners beyond the London area. In that year, the Govern- 
ment prevailed over the Bank’s opposition to any breach in its “rights” (see ““Com- 
munications Relating to Alteration in Exclusive Privileges,”” Hansard, XIV [1826], 


103 ff.). In 1822, there had been similar negotiations but no measure was brought 
forward (see Hansard, VII [1822], 760; and the Times [May 4, 1822], which spoke of 
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permitted any company or partnership to carry on banking in 
the London area, provided it did not borrow in England either on 
bills payable on demand, or within six months. The governors 


a bargain about to be concluded “whereby the Bank [was] to surrender [this] por- 
tion of its chartered privileges” in exchange for a renewal to 1843). Joplin, who 
was interested in the estabiishment of joint-stock banks in the provinces, pointed 
out in 1822 that the Bank Acts contained no specific reservation of deposit banking 
to the Bank of England and argued that companies for that purpose would not 
therefore trench upon the Bank’s historic privileges. Speaking of its “right to pre- 
vent more than six partners from entering into a banking concern” (Essay on Bank- 
ing, 3d ed., Newcastle [1822], p. 42), he declared that if in lieu of this clause “‘it be 
enacted that no banks shall issue notes within the boundaries of the present mo- 
nopoly . . . . there [would be] no infringement on the rights of the Bank.” If Minis- 
ters would “put their shoulders to the work, and procure an alteration of the char- 
ter, Public Banks would actually be set up in consequence” (ibid., pp. v-vi). On 
further reflection, he seems to have felt that no alteration of the charter was neces- 
sary, for he asserted that there existed “no legal impediment to the establishment 
of joint-stock companies for trading in real capital. Both the letter and the spirit 
of the charter [had] reference to the circulation of bills and notes alone”’ (see “Supple- 
mentary Observations to the Fourth Edition,” Essay, p. 90). Joplin’s point, 
technically, would seem to hinge on the nature of a bank at the passage of the 
original acts. The Act of 1697 (8/9 Wm. III, c. 20, s. 28) read: “No other bank, or 
any other corporation, society, fellowship, company, or constitution in the nature 
of a bank shall be.... allowed by Act of Parliament within this Kingdom.” 
In 1707, interlopers who “by colour of the charters to them granted [for other pur- 
poses] had presumed .... and do deal as a bank,” viz., had issued notes, were 
proscribed by an enactment (6 Anne, c. 22, s. 9) which declared that no body politic 
or corporate was “to take up any sum of money” on notes payable on demand or 
within six months. The Bank’s charter was reconfirmed in these terms the following 
year (7 Anne, c. 7, s. 61) and subsequently. Perhaps, as in America during the colo- 
nial period, “bank” was synonymous with “a batch of paper money” (cf. Bullock, 
Essays on the Monetary History of the United States, p. 29); note issue, possibly the 
all-important characteristic of banking and so the chief perquisite of the Bank’s 
monopoly gudé corporation. The generally accepted interpretation of the law, 
at least that upon which men acted, was, however, that the Bank’s monopoly ex- 
cluded companies, corporate or unincorporate, from banking business of any kind. 
The Prime Minister (Liverpool) voiced such an opinion in 1826 (see my article, 
this Journal (February, 1935), pp. 28-29; also, p. 3, ibid., note 6). McCulloch, it 
would seem, must have been cognizant of Joplin’s point, but he never, so far as I 
know, dealt with it in print. He wrote in 1826 that the directors of the Bank had 
“the right to prevent the establishment of any banking company with more than 
six partners” (On the Fluctuations in... . the Value of Money and the Banking Sys- 
tem of England, p. 22); and later, “from 1708 to 1826 [no such association] could be 
established in England for the prosecution of the business of banking” (Edinburgh 
Review, LXIII [1836], 424). In any event, no joint-stock concern, so far as I am 
aware, got on to its feet outside of London before the act of 1826, or in London until 
after the act of 1834. 
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of the Bank were confident that this would prevent the establish- 
ment of any bank in the city. However, on the very strength of 
the act, the London and Westminster was formed in 1834 and, 
though fought tooth and nail by the Old Lady,” it became one 
of the most powerful institutions in the country. According to 
MacLeod, it was the largest common-law partnership ever to 
exist in England.*? A few others soon followed in London; out- 
side, the numbers grew apace. All told, eleven were established 
in 1834 and nine in 1835, making an average of six a year during 
the first ten years following the act. 

A contemporary pamphleteer was concerned with “the im- 
minent risks of destruction incurred by all those who lend their 
names to such companies, and who subscribe moderately, under 
a persuasion of their responsibility being limited to the nominal 
sums which they contribute.” The Times felt ‘bound to express 
wonderment that such a warning” was thought to be necessary, 
and “that persons about to engage in joint-stock banking com- 
panies should be supposed to be so ignorant of the extent of their 
liabilities as to require it. If any person imagined that he could 
have all the gains of a trade (for banking is a trade) without in- 


curring any chance of its losses, he ought to write ‘fool’ after his 
name in the list of subscribers.” And further, “every proprietor 
engaged in a company knows that he risks the whole of his fortune 
when he enters such an undertaking. He protects himself against 
malversation by his caution as the public are protected against 
loss by his wealth.”’* 

Lord Althorp, in his opening speech on the renewal of the 


» Cf. Levi, History of British Commerce, p. 209. Opposition from the Bank suc- 
ceeded in defeating the Westminster’s bill which sought power to sue, etc. 

33 Diciionary of Political Economy (1863), p. 121. 

4 Report of 1836, loc. cit. 

38 The Times (August 31, 1833), referring to Farren’s recently published pamphlet, 
Hints, by Way of Warning, on the Legal, Practical, and Mercantile Difficulties attending 
the Foundation and Management of Joint-Stock Banks. The demand for a third edi- 
tion by December led the author fondly to believe that “the London Public purchase 
Hints by Way of Warning rather than shares in Joint Stock Banks.” For replies, see 
Dialogue between Mr. John Bull, Merchant of London, and Mr. Geo. Farren (1833) and 
Facts and Reasons Pro Joint Stock Banks, by Civis (1833). 

3° September 27, 1833. 
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Bank’s Charter,3’ had suggested the grant to joint-stock banks of 
deposit®* of permission to trade on a “limited responsibility.” 
The Times was persuaded that “no such bill ever will be intro- 
duced”: 

Every man in this country who chooses to take the advantages of a joint- 
stock company should be liable for its losses. If his name on the list of sub- 
scribers invites the public to confidence, his fortune thrown into the com- 
mon stock ought to give the public security against mis-management, and 
if, as a sleeping partner, he chooses to be robbed, the public ought not to be 
robbed because he chooses to sleep. 


At any rate, Althorp’s proposal aroused so much opposition from 
the country bankers that it could not be carried.*® 

By March, 1836, when William Clay moved for a select com- 
mittee to inquire into the joint-stock banking system, there had 
been established 61 joint-stock banks with branches at 472 places; 
46 of them had a paid-up capital of almost £6 million. Four had 
been organized since January.*° The year was to witness, how- 
ever, the foundation of some 38 more. In the spring they 
became: 
the occasion of the display of a spirit of speculation strongly directed to that 
mode of investment. The premium to which all, or nearly all, the banks 
formed or projected up to that time had attained, while by the sale of reserved 
shares they extended the capital, and credit, and connections of the exist- 
ing establishments, contributed powerfully to the formation and projection 
of new ones. And so strong was the spirit of enterprise directed to this mode 
of adventure, that, notwithstanding the alarm sounded in the House of Com- 


37 Hansard, XVIII (1833), 183-84. 

38 Baring, a supporter of limited liability, could see “no grounds for the distinc- 
tion” between banks of issue and banks of deposit. Jbid., p. 191. V. Stuckey had 
argued for limitation in his evidence before the Committee on the Bank of England’s 
Charter (see. P.P., VII [1831-32], §§ «203 ff.). 

39 Cf. Morning Chronicle, July 3, 1833. “Public joint-stock banks are, in our 
judgment,” declared the Circular to Bankers (April 18, 1834), “much inferior 
to private banks under the old system, but they are infinitely better than 
chartered banks, because the individuals engaged in them have a remote responsi- 
bility for their prudent conduct and good management.” 

4° Hansard, XXXIII, 843 ff. 

* From returns of the Stamp Office to November 26, 1836 (cf. Annual Register, 
loc. cit.), “New joint-stock banks, at once the favorite offspring of the prevailing 
spirit, and the most effective instruments for propagating its contagion, were 
opening in all parts of the country, which they threatened to deluge with their 
rival floods of issue.” (Jbid.) 
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mons by Clay’s motion of inquiry, the formation and projection of new banks 
proceeded for some time after, not only with unabated but with increased 
activity.” 

William Clay argued for the limitation of liability and traced 
the unwonted expansion of credit to its absence: 


By rendering all the shareholders individually responsible, you afford the 
most dangerous facility for obtaining credit . . . . the banks feeling no neces- 
sity to limit the accommodation they afford from want of funds... . . [The 
credit which they obtained was] not in proportion to paid-up capital, but 
to the presumed extent of their ultimate solvency. [And] to encourage the 
intervention in the monetary system of the country of a circulating credit 
founded upon the supposed aggregate fortunes of the shareholder is to at- 
tempt to coin into money the lands, the houses, the factories, the fixed capital 
of the country. It is to fall again into the famous error of Law’s Mississippi 
scheme. 


He went on to urge that with the establishment of banks of limited 
liability they would acquire: 

the most important of all securities for good conduct . . . . a certainty that 
the most respectable persons in the community would become partners in 
them. Once remove the well founded alarm which being engaged in indefi- 
nite responsibility inspires . . . . and banking companies would comprehend 
all the wealth and intelligence in their district .... and be conducted on 
sound principles, because shareholders would be content with moderate 
profits.4 


However, the privilege was to be available only on condition 
that capital be fully paid up and “entire publicity” be given to 
the affairs of the banks by obliging them periodically to publish 
their accounts.** Clay summed up his proposal in a concise 
formula: “limited liability; paid-up capital; perfect publicity.’ 


# Tooke, History of Prices, I, 274-75. 
43 Hansard, XXXIII, 843-46. “4 Ibid. 
4s Althorp had advanced this latter suggestion in 1833, Hansard, XVIII, 176-77. 


© Tbid., XX XIII, 857. Some suggestions similar to Clay’s may be found in the 
Quarterly Review, XLII (1830), 485: English joint-stock banks were in no case 
founded upon paid-up capital, so it was argued. Their affairs were kept “an im- 
penetrable secret—all is darkness, hesitation and distrust .. . . no establishment 
having anything to support it except the personal credit of the partners.” Joplin, 
likewise, urged the limitation of liability and for similar reasons. See The Principle 
of Personal Liability of Shareholders in Public Banks Examined (1830). Cf. also 
Edinburgh Review, LVIII (1833), pp. 62-63, and Remarks on Objections to Joint 
Stock Banks (1833). 
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The Times was ready with an answer:*7 


Once let shareholders be pronounced only partially liable, and they will 
scarcely remember the existence of the bank, except when they occasionally 
receive some interest for their investment; and being engaged in enterprises 
of far greater importance, would suffer an establishment which affects their 
prospects but in a trivial degree to fall into decay or ruin with as much in- 
difference as they hear of a breakdown of an old carriage or an old cowhouse. 
No, it is to the wealthy shareholder that the public looks for security; de- 
stroy, or which is the same thing, limit his liability, and the bank becomes a 
delusion. This is the sound law of the question, as expounded by the first 
lawyer of the day [Eldon, presumably]; and it is sound law because it is the 
only law on such a matter which is at once intelligible, just and safe. 


In a review of the issues in 1836,4* McCulloch excoriated 
Clay’s proposal. The adoption of limited responsibility would be, 
he maintained, “productive of the most injurious results, and 
would go far to annihilate whatever there is of solidity in the 
present system.” It would involve “the abolition of a law under 
which the manufactures and commerce of the country have 
grown up to their present unexampled state of prosperity; and the 
introduction of a new and untried system, alien to our habits, and 
all but unanimously objected to by all the best informed practical 

The inconveniences that would result from the forma- 
tion of partnerships with limited responsibility would be a thou- 
sand times greater” than any attached to the ordinary partner- 
ship. “Indeed, we have no idea, supposing that these were in- 
troduced, that they would be allowed to continue for any length 
of time.”” They would “substitute carelessness for attention [and] 
open a wide door for the commission of fraud.”’ 

McCulloch stamped as fallacious Clay’s idea that a bank’s 
credit would be proportional to its paid-up capital. For the check 
of “perfect publicity” he had nothing but contempt: 

It astonishes us that anyone living in London and having intercourse with 
practical men, should have been found to lay the least stress on the publica- 
tion of balance sheets, or accounts of assets and obligations. They are worse 
than worthless, being eminently calculated to deceive and mislead. [To 

47 May 14, 1836. 

48“On Joint Stock Banks and Companies,” Edinburgh Review, LXIII (1836) 
pp. 419-41. Clay replied in a pamphlet, On Joint Stock Banks, etc. (1836), which 
contained his speeches and a refutation of McCulloch’s review. The Circular to 
Bankers (Aug. 5, 1836) expressed agreement with McCulloch. 
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effect the plan] by leaving it to the honour of the parties; that is by allow- 
ing each bank to report as to its own credit and solvency! It is difficult to 
suppose that Mr. Clay can be serious [And] even though the parties 
were perfectly honest, the publication of a balance sheet would be good for 
nothing. 

However, he did advocate the registration of partners: “the 
knowledge of who the parties are in a bank, and their unlimited 
responsibility are the only securities that are worth a pinch of 
snuff.”"*® Nor could he find any disinclination on the part of 
individuals to engage in companies with unlimited liability. 

Most of the joint-stock banks established during the period 
maintained their footing through the crisis of 1836-37. The 
death knell of the individual private bank (which relatively had 
lost ground since the “ordeal” of 1825)5° was now rung once and 
for all. The joint-stock bank had struck firm roots; it was 
definitely on its way to a position of dominance in English bank- 
ing, before many years practically to supersede the private bank. 
As the Secret Committee on Joint Stock Banks (1836) reported, 
“these banks are rapidly extending in all directions . . . . a prin- 
ciple of competition exists, which leads to the extinction of all 
private banks, and to their conversion into banking companies.” 


4” McCulloch remained to the end of his life a staunch opponent of limited 
liability. Cf. the articles on “Companies” and “Partnership” in the successive 
editions of his Commercial Dictionary beginning with 1850-1854, 1855, 1862, 1867. 
See also, the Encyclopedia Britannica (8th ed., 1859). 


s° The figures for number of banks registered tell the story: 








Private Joint Stock 





$21 
554 
436 
4°7 
321 











By 1832, the country banks were loudly complaining that their interests had been 
greatly injured by the Act of 1826 (cf. Hansard, XIII, 380-81). The next year the 
following protest was registered in the House of Lords: “By giving a right to open 
banks of deposit to companies with an unlimited number of partners, a spirit of 
speculation will be encouraged. Their great capital will enable them to embarrass the 
Bank of England in the discharge of its most important duties” (ibid., XX, 842). 


5 P.P., IX (1836), sor, p. v, and “Evidence,” passim. The outcome had been 
accurately prophesied in 1830 in the Quarterly Review (see Vol. XLIII, p. 345). 
According to the prospectus of the Royal Bank of Westminster (1837), 100 private 
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The extension of branches, already begun, was to spread their 
influence into every nook and corner of the country. 

“The comparative exemption from failure,” wrote Tooke,” 
“must in fairness be admitted to form no slight ground for in- 
ference in favor of the system . . . . the joint-stock banks appear 
on the whole to have justified the policy” which led to their 
establishment. 

How far the principle of unlimited responsibility . al may have con- 
tributed to the solidity which it has been proved . . . . to possess, I will not 
stop to discuss,.... but the system . . . . stands out in pre-eminently ad- 
vantageous contrast to the discreditable exhibition of American banks, with 
their state charters and limited responsibility.8 


In point of fact, the liability of bank shareholders was not 
limited until 1858.54 McCulloch was then to be of the opinion that 
its extension will not have much influence one way or the other: for we can- 
not believe it possible, if an ordinary bank limit its liability, that half a 
dozen individuals will be found foolhardy enough to entrust their money to 
its keeping. If they do they will deserve the fate which may be expected to 
await them... . that is to lose their deposits.ss 


Coincident with joint-stock bank promotion, there was an 
important development in the technique of company finance: 
the introduction of shares of small denomination. In banking 
companies, some were as low as £10; few were above £50, and 
with not more than 5 or ro per cent callable, according to the 
prospectuses, any individual who had ‘“‘ten or twenty shillings 


banks in England and Wales were merged into joint-stock banks, 1826-36. By 1854 
they had “wholly disappeared in some portions of the country,” e.g., in Sheffield 
(cf. First Report, Royal Mercantile Law Commission, P.P., XXVII [1854], “Appen- 
dix,” p. 213). 

82 Op. cit., Vol. II, pp. 316-17. 

83 Cf. McCulloch, op. cit., pp. 435-36: “The United States would profit ma- 
terially by the abolition of the limited responsibility plan. Its introduction into 
banking concerns. . . . had led to the adoption of an infinity of regulations for the 
prevention of fraud; but as might have been anticipated, these have proved quite 
ineffectual for their object.” As an example, he mentioned “the Sutton joint-stock 
bank . . . . incorporated in the moral and religious city of Boston in 1828.” He 
did not suppose “the swindlers of Boston more dexterous than those of London.” 


54 By 21/22 Vict. c. gr. 
88s Commercial Dictionary (ed., 1867), p. 406. 
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to spare’ might become a shareholder. Thomson thought that 
in any instance they presented a “great danger of evil.’’s” 

“The great question of limited responsibility,”** further to 
quote the President of the Board of Trade, was again discussed in 
Parliament in this decade and with wider reference in the course 
of debate in the session of 1836 upon a bill to incorporate the 
Dublin Steam Packet Company.’® The Attorney-General stood 
in favor of a general law which would place all companies on the 
same footing, as did also Dr. Bowring, who opposed the particular 
bill in question because it made a special exception for the benefit 
of an individual concern. He felt, nevertheless, “that the time 
would soon arrive when the principle of limited responsibility 
would be recognized as the most judicious one. Nothing could be 
more discreditable to the mercantile community than the law 
which made the private property of individual shareholders 
responsible.’’®* Sir Henry Parnell, on the other hand, maintained 
that the endowment of companies with such a “privilege” ac- 
tually prevented the employment of capital. “Private adventures 
could not go into competition with a company managed on the 
principle of non-liability.”"" The principle was a “bad one, op- 


posed to the great principle under which the wealth of the coun- 
try had grown up.” The business of such a concern was “never 
conducted upon the true principles of trade and commerce.” 
With justice, it would seem, could the Circular to Bankers® term 


8° McCulloch, Edinburgh Review, op. cit., p. 428. 8? Hansard, XXXIII, 690. 


s* Hansard, XXXII (1836), 1192. In prospectuses of new companies, promoters 
continued to guarantee limited liability, e.g., Essex Marine Salt Co. (1834): “Pro- 
prietors are not to be liable beyond the amount of their respective shares; all con- 
tracts on behalf of the company to contain that stipulation”; the West Treveseau 
Mining Co. (1835): “No liability can possibly arise to shareholders beyond the 
amount subscribed as all concerns of the company will be carried on for ready 
money”; the Minerva Life Assurance Co. (1836): “It is a fundamental principle 
of this company that the responsibility of shareholders shall not exceed the amount 
of their respective shares”; the Rhymney Iron Co. (1836): “The properties are 
to be held by trustees, and management to be regulated by deed, in which it will 
be provided that the liability of the shareholders shall not exceed £50 for each 
share.” 


s* Hansard, XXXII, 205 ff.; 1187 ff. & Tbid., pp. 1189-90. 
% Jbid., p. 1194. 62 April 22, 1836. 
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the speech “singularly obscure and unsatisfactory.” “If com- 
panies with limited liability never conduct their affairs upon such 
‘true principles,’ one would think that private adventures would 
have the better chance in competition.”’ “Great public interests 
were involved in the question of limited liability” —in the many 
undertakings “too great and too full of risk for individual ad- 
venture,” every possible facility and encouragement should be 
given for the free application of capital in such small proportions 
as would not be ruinous to any of the contributors. 

Although the history of transportation has been repeatedly 
chronicled, no account of the growth of corporate organization in 
this period would be satisfactory without at least brief reference 
to the railway. Here we meet in the germinal stage a phenomenon 
of fundamental importance in modern economic life: an industry 
sufficiently large in scale to have recourse to the general market 
for its capital, and in coalescence, the further growth of the share 
market, with progressively increasing liquidity of investment. 

It is a remarkable fact, however, as the Circular to Bankers 
observed in 1836, 
that the Rail-way system advanced and became established in the public 
confidence almost wholly without the assistance of the Stock Exchange. The 
support afforded to it was derived almost exclusively from the capitalists 
and men of thrift and opulence in the mining and manufacturing districts of 
the north of England Taking into account all the railways now in 
operation—we mean all such as are formed, or are in the course of being 
formed—in the counties of Northumberland, Cumberland, Durham, York- 
shire, and Lancashire, not one-twentieth part of the capital expended upon 
them was furnished by members of the Stock Exchange or Stock-brokers. 
When the Birmingham & London was brought out, they participated very 
largely, as they did in a less degree in the Grand Junction which unites that 
with the Liverpool and Manchester. The commencement of these two great 
lines may be stated as the first occasion when the Stock Exchange people 
began to take any great interest in this description of property. In the South- 

6s From January 1, 1826, to January 1, 1839, railway capital, “monies to be 
raised” under acts of Parliament was as follows (First Report, Select Committee 
on Railway Communication, P.P., X (1839), App., p. 75): 


Capital in joint stock £41 610,814 
Power to raise by loan 16,117,630 


£57,788,444 
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ampton they again participated pretty deeply: though we believe nearly 
one-fourth of the Rail-way is owned by the people living north of the Trent 
who were mainly instrumental in making the shares current in the market; 
yet here there is no doubt that a greater proportion of it is the property of 
Londoners, connected directly or indirectly with the Stock Exchange than 
any preceding railway enterprise of magnitude. 

It is useful to mark the progress of the connection of the Stock Exchange 
with this new system. Now, if any Rail-way be advertised in London, we 
would venture to assert that applications would flow in from the Stock Ex- 
change for at least one-quarter part of the whole number of shares.“ 


The immediate impetus to the astonishing railway boom of 
1835-37, which in its later stages paralleled in intensity the 
eruption of activity in banks, seems to have been the success of 
the Liverpool and Manchester.®’ Shares in the company ad- 
vanced to a high premium, and “the profits thus derived” or 
anticipated acted as a stimulus to other ventures.© In 1825-26, 
Parliament had authorized eighteen railways and five more in each 
subsequent year until 1836, when statutory powers were granted 
to twenty-nine, and in 1837 to fifteen others.” However, specula- 
tion was by no means confined to companies which secured in- 
corporation. ““New lines were proposed to intersect every part 
of the Kingdom.’ The shares in many “half-fledged projects” 
rose to extravagant prices and the good fortune of some of the 
earlier holders produced a “crowd of undigested conflicting proj- 
ects.”"® In 1835 thirty-five companies were actually promoted, 
having a total nominal capitalization of over £34 million;’° from 
1834 to the end of 1836, there were eighty-eight all told, capi- 
talized at approximately £70 million.” Even the recently es- 
tablished Railway Magazine wrote that “a foreigner reading our 

“ November 6, 1835. 

*s Tooke, op. cit., II, p. 276. Cf. McCulloch, op. cit., pp. 420-21. 

66 Thid. 

* Cf. Clifford, Private Bill Legislation, 1,85. The British Almanac, 1827, et seq., 
contains an annual account of private bills passed. See also Companion to the News- 
paper, Vol. I (1833), pp. 11, 60. 

*8 Tooke, loc. cit. 6 McCulloch, loc. cit. 

7 Report of 1844, op. cit., App. 4. According to the Times (October 31, 1835), 
overapplication three or four times for security issues was common. 


™ Report of 1844, App. 4. 
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railway prospectuses would surely imagine us to be the most mad 
or the most patriotic people on earth.’’” Although the boom 
collapsed in 1837, the setback was but temporary, and the revo- 
lution in transportation stormed forward. The income derived 
from the duty on railway passengers rose from £6,852 in 1835 to 
£72,716 in 1840.73 By 1843, £66 million of a nominal capital of 
£82.8 million had been actually raised.” Railway shares were 
soon to displace canal securities as standard investments. Mean- 
while, as in the case of company organization in other fields, 
Parliament was groping toward satisfactory general legislation by 
way of its customary process of innumerable special acts. The 
grant of limited liability to railways, however, does not at any 
time seem to have been questioned.’ As the Report of 1844” 
observed, “the acts have always considered railway companies. ... 
as entitled as a matter of course to be nonliable companies... . 
whether they be large or small.”’ 

As suggested above, a large number of promotions in mis- 
cellaneous fields followed in the wake of the joint-stock bank and 
the railway, once again to a considerable extent “got up by 
speculators for the purpose of selling their shares.”’7 One ob- 
serves with interest that the newer industrial towns, Manchester 
and Liverpool, had now become the scene of much speculative 
activity.”* Poulett Thomson estimated in March, 1836, from 
London and provincial newspapers, that there were 300 to 400 
projects under way with a nominal capital of some £200 million!” 
In 1835, according to a list published in the Times,*° 41 mis- 
cellaneous companies were floated, capitalized at almost £20 
million. The same year saw the formation of 41 mining enter- 


7 Quoted by the Times, April 1, 1836. 

73 “Fourth Report, Select Committee on Railway Communication, P.P., XIII 
(1840), pp. 3 ff. 

74 “Report of Royal Commission on Railways,” P.P., XXXVIII (1867), p. 9 f. 

7s Cf. Shannon, “The Coming of General Limited Liability,” Economic History 
January, 1931, p. 286. 

16 Op. cit., p. 217. 

77 Hansard, XXXIITI, 6809. 79 Ibid., p. 690. 

78 Sir Robert Peel, ibid., p. 686. 8 January 8, 1836. 
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prises (nominal capital, just under £3 million).** The following 
summary of the period (1834-36) is compiled from a subsequent 
estimate.* 

The mining enterprises were chiefly for the development of tin, 
copper, iron, or coal properties.*? The Quarterly Mining Review 
for July, 1835, enumerated twenty-seven recently formed com- 
panies, the majority of which were to work mines in Cornwall; in 
contrast with 1825, only four were foreign ventures.** Henry 


TABLE III 








Kind of Number of Nominal 
Companies Companies Capital 





Railways £ 69,666,000 
Mining companies. .. . 7,035,200 
Packet and navigation. 3,533,000 
Banking. . . 23,750,000 
Conveyance 500,000 
7 600,000 
Investment 1,730,000 
350,000 
3,655,000 
O00 
Cemetery 435,000 
Miscellaneous 16, 104, 500 


£135, 248,700 














English, the editor, was openly skeptical of joint-stock organiza- 
tion. ‘‘We are yet to see,”’ he wrote, ““whether mines, although 
worked by private individuals, can be carried on with equal 
advantages and benefit by a company It seldom requires 
a company composed of £5 scrip shares to work a mine which 
is deserving of attention, as adequate capital may be raised by 
other means.’’*s 

Two large coal companies (each with a capital of £500,000) 
were promoted to operate on the Durham fields but they proved 
to be failures and the shareholders lost heavily—in one of the two 


& Ibid. 2 Report of 1844, App. 4. 


8s Ibid. A list of 27 formed in 1835 appeared in the Mining Review (1835), III, 
113-28. 


% Op. cit., III, 118-28. 8s Tbid., pp. 1-10, passim. 
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much more than their investment, owing to their unlimited 
liability. ‘Development fell back into the hands of the old type 
of private partnership.”* In 1843, Spackman*’ enumerated 
eighty-one British mining companies having a paid-up capital of 
£4,500,000. “For the greater part,” he remarked, “they are not 
only complete failures, but are memorable proofs of the folly and 
cupidity of British capitalists on the one hand, and the knavery 
of their projectors on the other.”’ This was not, however, “to be 
taken as an inference unfavorable to mining interests generally, 
for its great importance will be fully appreciated from the amount 
of its annual produce” (coal, 28,498,193 tons at 1os. per ton, 
£14,249,091; iron, 1,060,875 tons at £4 per ton, £4,243,500)." 

Several manufacturing concerns®® are found in the miscel- 
laneous group: five to make locomotives, one nails, one for metal 
rolling,”” one hat-making establishment. “Joint-stock capital 
had of late years [1843] been invested in the iron trade’’:* there 
were ten companies in the Welsh counties with actual capital of 
over £4 million, but the majority were “notoriously losing con- 
cerns.”’” 


86 Clapham, Economic History of Modern Britain, I (1926), 434. 

87 Statistics of the British Empire (1843), p. 157. 88 Tbid., p. 84. 

89 The Circular to Bankers (November 23, 1838) observed: “We are convinced 
that the progressive extension of mining and manufacturing [my italics] will compel 
the Government to pass some new law of company partnership which shall remove 
some of the weighty objections that at present prevent men of capital and intelli- 
gence from entering useful enterprises.” The editor had in mind a suit for payment 
for engines and materials brought against “‘wealthy members” of the British Iron Co. 


%° Probably the Rhymney Iron Co., capitalized at £500,000, formed “to con- 
tinue the working of the existing furnaces, extending their number, and construct- 
ing rolling mills and other requisites for the manufacture of all descriptions of bar, 
railway, and other iron.” Cf. Prospectus, dated 1836. The Circular to Bankers 
(September 29, 1843) stated the amount of capital embarked by joint-stock com- 
panies in iron mining operations, chiefly in South Wales, to be almost £4,000,000, 
of which the British Iron Co. (promoted in 1824) accounted for £1,600,000. 

* Report of 1844, “Evidence,” § 2370. 

% Ibid. The Times (June 21, 1843) quoted the following from the Monmouthshire 
Beacon: “The large fortunes secured in times when the foreign markets were all 
our own, and the produce at home scarcely sufficient for the demand, arrested the 
eager eyes of small capitalists, and induced the formation of companies . . . . each 
member expecting to become at least . . . . a Crawshay, if not eventually a Peel or 
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In contrast, one finds successful company organization in one 
branch of the textile industry. “Joint-stock company woolen 
mills prevailed throughout the clothing districts of the West 
Riding of Yorkshire, the rule not the exception . . . . the processes 
of the manufacture of cloth ....not carried on at home are 
executed at the company mills.”*? At the time of the passage of 
the Company’s Act of 1844, there were twenty-four woolen manu- 
facturing companies in existence. The mills throughout the west 
Riding were “principally owned and occupied by clothiers in 
shares.”” The companies were complaining of the inconveniences 
to which the laws of partnership exposed them.” 

Actually, however, in this industry as in many other trades 
most representative of the industrial revolution (apart from 
transportation), the simple partnership, or in some instances and 
later, the “private company,” or “close corporation” remained the 
dominant form of ordinary commercial organization right down 
into the twentieth century. 


an Arkwright If it had been a law of nature that the whole world should, for 
a given number of years, be clothed in iron, be domiciled in iron, sleep upon iron, 
ride upon cast iron horses, and in cast iron chariots, no greater zeal to give effect to 
the law could have been displayed . . . . [firms where] the vigilant eye of a prominent 
member of the firm was always upon the works were losing £1 per ton. What then 
must the Joint Stock Company be losing with its double establishment of clerks, its 
committees and town offices? . . . . The question is—who will blow out and retire? 
Are the great and ancient houses in the iron trade to retreat before the companies 
or the companies before them?” Henry Scrivenor (History of the Iron Trade, 2d ed. 
[1854], pp. 280-81) asked: “Are Joint Stock Companies incompatible with success 
in iron making?” Thirty years’ experience proved that they were not “but we will 
not say cannot—be profitable.” He attributed failure mainly to insufficient “ready- 
money capital.” The “Trade Directory” of the Mining Almanack (edited by H. 
English) for 1850 lists 31 “coal and iron companies” with offices in London. 


% Report of 1844, App. 5, “Statements as to Joint-Stock Woollen Mills.” It 
appears that the first company mill was erected at Stanningly about 1813 “by a 
few persons who ultimately got into difficulties and were dissolved. The second at 
Ecclesfield, the third at Paisley, and they have continued.” (Jbid.) 

* “Return .... Companies, 1846,” P.P., XLIII (1846). In contrast, only one 
cotton manufacturing company is listed. 

%* Cf. Clapham, Woollen and Worsted Industries (1907), pp. 152 f.: “in the early 
nineties . . . . companies that issued reports and balance sheets, whose shares were 
regularly bought and sold, were rare in all branches of the woollen and worsted and 
associated industries; though private companies of course existed. Even now, after 
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One outcome of the renewed surge toward joint-stock associa- 
tion during the period under review was an inquiry into the law 
of partnership commissioned by the Board of Trade. Its presi- 
dent, Poulett Thomson, had long been interested in company 
organization.” He had introduced the Act of 1834. Although 
hostile to “companies for objects such as private individuals are 
perfectly able to accomplish,’’*’ he had defended staunchly, during 
the boom of 1836, others which he conceived to be “‘a national 
good.”” For most of the great undertakings of late years, he 
declared to the House, had been achieved “by the enterprising 
spirit of individuals forming themselves into joint-stock com- 
panies.” He was anxious lest the current “mad and foolish 
schemes” discourage their further development. Now, no doubt, 
he was instrumental in authorizing an investigation on behalf of 
the Board not only of the difficulties of suit, etc., encountered by 
partnerships of many members, but also of the expediency of 
introducing in England the limited trading partnership known to 
French commercial law as the société en commandite. 

The ensuing Report on the Law of Partnership” rendered in 
1837 frowned upon any such “innovation.” The opinion of the 
great majority of the witnesses questioned was decidedly un- 
favorable. Among them were Thomas Tooke, Loyd, Horsley 
Palmer, and John Gladstone. Tooke observed that: “.... if 
the object in view were to limit the responsibility of joint stock 


the outbreak of company promotion in the late nineties the number of spinning and 
manufacturing companies whose shares were quoted on the West Riding Stock 
Exchanges is comparatively small . . . . the family business, though it may have 
assumed the company form, is still the prevalent type.” 


9% He had been a director of severai of the 1825 companies. Cf. Shannon, of. cit., 


Pp. 277. 

97 Hansard, XXXIII (1836), 689 f. Sir R. Peel had expressed similar views 
(ibid., 686 ff.). Regarding the new Liverpool . . . . Foreign Trade Co., capitalized 
at £250,000, Thomson remarked, “‘it is not an unusual thing for an individual in 
Liverpool to embark” as much in foreign trade “and there are many who have a 
great deal more engaged.” 

% By H. Ballenden Ker, P.P., XLIV (1837-38); reprinted in Report of 1844, 
App. 1. The Times, it is to be noted, published it in extenso in the issues of October 
9 and 10, 1838. 
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companies in undertakings which admit of being conducted by 
individuals or by ordinary partnerships, it would be clearly 
objectionable . . . . public companies are rarely, if ever, so care- 
fully, economically, and skillfully conducted as private establish- 
ments.” The example of France did not apply. “No encourage- 
ment seems here wanting to bring capital into trade.” According 
to Loyd, it involved injustice inasmuch as it would tend “to 
remove a portion of the loss from those who have voluntarily 
engaged in the concern, who have the means of watching and 
controlling its progress . . . . for the purpose of throwing it upon 
those who .. . . had no power of management.” Palmer believed 
that “it would tend to give a false credit.’’ However there were 
names to conjure with among those who argued for the change: 
Senior, Norman, and Francis Baring, as well as Lord Ashburton. 
In Senior’s view, the limited partnership would afford greater 
security to creditors than that available when partners were re- 
sponsible in solido but perhaps trading with a borrowed capital. 
For, in the former case, the lender becomes a partner not only 
without rights against firm creditors but liable to them for his 
share of the capital and profits. “Under our system, the person 
who lends to capital takes a mortgage . . . . and the creditor who 
knew nothing of the transaction” might find the assets swept 
away by claims prior to his own. Senior, furthermore, at this 
time, seems to have had in the back of his mind the investor, long 
since become typical, who is a mere purchaser of income and not 
an entrepreneur. Busy persons and “those unaccustomed to 
business,” he suggested, did not employ any of their property in 
ordinary partnerships, with the result that 

small sums are often spent instead of being accumulated or are employed 
less productively than would otherwise be the case, in chartered companies 
or in foreign loans. I have no doubt that commandite partnerships, which 


would allow a small capitalist to obtain commercial profit without risking 
more than a definite sum, would cause much fresh capital to be employed. 


The opinion of Norman, and also of Ashburton (on the basis of 
his experience abroad) was also favorable, provided proper pub- 
licity were required. John Coles, in an argument to be advanced 
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vehemently two decades later, urged that the limited partnership 
would foster the alliance of “science and ability with capital.” 
Indeed, it would be the vehicle for putting “capital into opera- 
tion,” free from monopoly and uncontaminated by the spirit of 
share-jobbing, which chartered companies too frequently occasion. 

Nevertheless, in contrast with continental,’° American,™ 
and, as we have observed, also with Irish practice,'® the limited 
partnership remained unknown to English law’ until the twen- 
tieth century." With complete freedom of incorporation an 
accomplished fact, it had by then become an anachronism. 

The Act of 1834 was intended to obviate some of the incon- 
venience and expense of applying to Parliament for corporate 
powers. But, as we have seen, the task of obtaining privileges 
from Parliament as well as from the Board of Trade had remained 
difficult. It was expensive’’s and uncertain of success, more often 
than not impossible. Large partnerships, joint-stock and ordinary, 
still labored under a common law which had for long been ill 
adapted to their inherent necessities. In legal proceedings (as the 
Report of 1837 again emphasized vigorously) it was necessary to 


9 An elaborate argument from this premise for the application of commandile 
to banking may be found in H. S. Chapman, The Safety Principle of Joint-Stock 
Banks .. . . Exhibited in a Modification of the Law of Partnership (1837). 

7° Known on the continent for many centuries, it was regulated in France by 
an ordinance of Louis XIV in 1673 and recognized in Napoleon’s Code de Commerce, 
1807. Cf. Pollock, “The Law of Partnership in England,” Essays in Jurisprudence 
(1882), IV, 99 and Lindley, On Partnership (oth ed., 1924), p. 924. 

tt Ker’s Report, it may be noted, reprinted the contemporary statute of in- 
corporation of the State of New York. 

102 Cf. my previous article in this Journal, February, 1935, p. 31. 

3 According to Pollock, “when the law of partnership was formed [in England] 
by modern judges and chancellors, the notion of a partner with limited liability 
never appeared.” In 1880, he noted “a great want in English law . . . . a missing 
chapter” which in his judgment should be supplied. 

104 By 7 Edw. VII, c. 24. 

ts The fees paid for a charter to the Privy Council and the Board of Trade in an 
ordinary case amounted to £402; in the case of a bank, £955. (Cf. Levi, op. cit., 
p. 338.) The expenses of legislative incorporation were in some instances extraordi- 
narily large; e.g., for carrying the London & Birmingham bill through Parliament, 
£72,868; that of the North Midland, £40,588. (Cf. Waterston, Encyclopaedia of 
Commerce [1844], p. 198.) 
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join all members as parties. Consequently, by putting in abate- 
ments, a suit could be made interminable. Relief was often un- 
attainable and justice denied."® Ker’s Report proposed to make 
illegal all partnerships of more than fifteen members unless formed 
by registered deed of settlement'*’ and to prohibit the sale of 
shares in any company not so registered. “‘Perhaps all that the 
public can require is that they should know who are the partners 
liable and have easy means to suing them.” 

“An act for better enabling Her Majesty to confer certain 
Powers and Immunities on Trading and other Companies’ was 
passed in 1837." An important, if slight, step was taken toward 
general registration. Authority was granted to the Crown to 
extend by Letters Patent “any privileges which according to the 
rules of common law it would be competent .... to grant.... 
by any charter of incorporation” provided shareholders, transfer 
of shares, etc., were enrolled. Liability might as hitherto be 
limited at the discretion of the authorities. Accordingly, the 
Crown still possessed a veto. But, it is important to note one 
considerable advance upon the Act of 1834:"® the liability of a 
member ceased upon a transfer of his shares. Over the years 


following (1837-54), more than fifty commercial companies, 
“quasi-corporations” as Lord Halsbury has called them,"* did, 
in fact, receive privileges under the act." 

The year following (July, 1838), a bill to incorporate the Loan 
Fund Assurance Company passed the House of Commons.'” 


6 Cf. Report of 1844, App. 1, pp. 246 ff. and evidence of Horsley Palmer, idid., 
p. 278. 

“7 “The Deed of Settlement constitutes trustees of the partnership property, 
directors,” etc. See Smith, Mercantile Law (2d ed., 1838), p. 58. 

8 1 Vict. c. 73. The pertinent sections of the Act of 1825 and the Act of 1834 
were repealed as ineffectual. 

9 Cf. note 8 supra. 

"° Laws of England, V, 751. Also, Lord Eldon in Davis v. Fisk (1823); see my 
article, this Journal, February, 1935, p. 32, note 152. 

= See “Return of All Applications for Charters,” P.P., LXV (1854). 

™ Cf. Circular to Bankers, July 13, 1838. “By what skillful art,” this journal in- 
quired, “was this bill, equally obnoxious in principle to its more comprehensive and 
equal-justice dealing successor, pushed through all its stages in the House of Lords 
sub silentio?” (August 17, 1838). 
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From the slight opposition, the Circular to Bankers concluded 
(hastily as will appear in the sequel) that the principle of the bill 
might be 


taken as an adopted one in our Commercial Legislation The introduc- 
tion of a principle of extensive range and influence upon various departments 
of industry and one of especial concern to our large manufacturers. It is 
neither more nor less than the principle of limited liability for adventurers 
in commercial pursuits and at the same time giving to an appointed officer 
of an associated company the power of suing and being sued for debts 

The equitable course of proceeding would be to set aside [this particular 
bill] and comprehend all the advantages which it confers upon one company 
in some general measure which would be open to all. 


The Act of 1837, the Circular declared further was intended 
to effect this but it was unskilfully framed and failed to accom- 
plish the desired object. “Very few companies availed themselves 
of its provisions [for it did not] confer upon applicants that 
corporate authority and exemption from legal risks which they 
required.””"*3 

In order “to supply the defects” of the Act of 1837, a new trad- 
ing companies bill'* was in fact introduced the following year and 
pressed by the Lord Chancellor. It met defeat, however. Taking 
his cue from McCulloch, Lord Brougham heaped vitriolic con- 
demnation upon the measure and carried the Lords™’ with him 
by a slight margin. Even the Act of 1837 was mischievous, in his 
view. It had given power to the Crown, “to make two or three 
persons,” without an Act of Parliament, “into a trading com- 
pany.” Verily, limited liability was “contrary to the whole genius 
and spirit of English law, contrary to the genius and spirit of the 
Constitution” !" Furthermore, it would “relax that care and 


43 July 13, 1838. 

14 P.P., VI, 1837-38. It should be pointed out that the bill, in fact, amended 
its predecessor only on minor points. Subsequently, it was referred to as but “a 
feeble and miserable attempt of the Board of Trade which did nothing more than 
show that there was no disinclination on the part of the Government to consider 
the subject and make an effort by legislation to commence with the application of 
remedies” (Circular to Bankers, February 14, 1840). 

"s The bill had passed the Commons unanimously; cf. Morning Chronicle 
(August 15, 1838). 

™6 Hansard, XLIV (1838), 840. 
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vigilance which every partner ought to keep over his associates.’’"” 
Indeed, the new bill would give “a licence to every species of 
fraud.” 

“The commercial part of the community,” wrote the Morning 
Chronicle, “have little reason to thank God, with Cobbett, that 
there is a House of Lords, and, above all, a Lord Brougham!’’* 
The measure had been “loudly called for by the commercial in- 
terest and warmly supported by all sides within the walls” of 
the Commons. 

Hundreds of thousands of pounds of capital, various useful undertakings, 
depended upon its adoption, and have been suspended in the expectation of 
its becoming law. Diminished expense to the applicants for charters, in- 
creased security to the public that should not be improperly conferred, [as in 
the case of the Insurance Company supra] and that should be cheaply ob- 
tained were the objects sought But Brougham and the majority of 
twelve stood in the way of even this reform and the merchants and traders 
of this country may well exclaim, “‘a plague on both your Houses!” 


The Circular to Bankers hoped (in vain) that Brougham would 
see the matter differently in the following session and again 
advocated the measure on the following grounds: 

1. “The growing disposition” to form co-operative societies 
and companies for trading purposes urgently required “regula- 
tion, check and control.” The Government should, indeed, 
“scrupulously mark the boundary where trading associations 
trench upon commercial enterprise,” but it should as well en- 
courage “proper applicants” for charters and protect shareholders 
from unlimited liability. 

2. England as “‘the great reservoir of accumulated capital” 
should not be without means for directing its flow advantageously 
for its possessors, especially in international communication and 
trade. (American packet companies were a source of alarm.) The 
best means for “the prompt combination of capital with labour” 
in such enterprise was the public company with full privileges of 
incorporation. 

3. Furthermore, company organization would facilitate the 
permanent establishment of great firms built up by individuals 


"7 Ibid., p. 1207 f. "8 Loc. cit. 
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but with them, mortal. “Individual industry, economy, and 
perseverence, persisted through along life, will raise such works, 
but when the time comes when their possessors wish to relinquish 
them, individual enterprise [and sufficient capital in a few hands] 
is wanting to take them up.”""® 

During the period under review, then, the principle of limited 
liability had vigorous and intelligent support, although again 
denounced as incompatible with the spirit of English law—as 
Maitland has said, “unbeschraenkte Haftbarkeit was a thoroughly 
practical matter which Englishmen could thoroughly under. 
stand.”° Although the identification of “company” with mo- 
nopoly is found less frequently, prejudice in favor of individual 
enterprise remains in sharp relief. 

Even the Circular to Bankers’ declared that: 

Nothing should be done by the legislature to weaken the motives for per- 
sonal industry, economy and thrift. The moral effect of all joint stock associ- 
ations for mercantile objects which are properly within the compass of indi- 
vidual exertion is bad; they introduce in the place of patient labor and moder- 
ate expectations, ambitious hopes and the habit of gambling in shares 


The memorial of the Glasgow Chamber of Commerce, dispatched 
to the Board of Trade™ just before the passage of the Act of 1837, 
in protest against “conferring of commercial privileges on as- 
sociated bodies” either by private act of Parliament or by charter, 
deserves quotation at length. It supplies succinct evidence in 
this regard and, as well, suggests the stern opposition to joint-stock 
enterprise which continued from even the commercial community. 

Respectfully sheweth, That there is no principle of trade which has of late 
years been so universally recognized as that of the impolicy of granting ex- 
clusive privileges to individuals or associations and thus exempting them 
from the operation of that energy, enterprise, and economy which free com- 
petition alone can excite. 

That this principle has been acted upon with a boldness equalled only by 
its extraordinary success, in the breaking up of those great monopolies 
whose long establishment and vast extent seemed to connect their continu- 
ance with the most important interests of the country. 


9 August 17, 1838. 
ue “Trust and Corporation,” Collected Papers, III, 391. 
tt Loc. cit. 12 B. of T., 1/330, fol. 13, no. 72. 
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That the only plausible plea on which exclusive privileges have been 
sought to be defended is that of encouraging incipient undertakings in times 
when capital was scarce and enterprise languid, but that the history of the 
past year proves but too clearly that this is a period of redundant capital and 
excessive speculation and that it is much more necessary to apply a drag 
than to give a stimulus to commercial enterprise. 

That this chamber having uniformly advocated the great principles 
here referred to and having constantly exerted its humble influence and 
endeavoured in its furtherance and propagation, is bound to express its 
regret and surprise at attempts now making to revive the exploded system 
of privileged trading by proposals for establishing Banks, Steam Naviga- 
tion and Manufacturing Companies, with rights and immunities from which 
the private trader is sought to be excluded, but which ought in justice and 
sound policy to be either denied or granted to all alike. We... . entreat 
your Honorable Board to resist and oppose all such proposals . . . . and to 
give your sanction to no project which shall restrain the free exercise of 
talent, and employment of Capital, by each and all . . . . without preference 
or distinction.™3 


Despite all opposition, however, joint-stock enterprise, cor- 
porate, quasi-corporate or unincorporate, advanced steadily 
during this period on a wide front—into older avenues of trade 
and industry, and into new. Almost a thousand companies (not 
counting banks) in existence at the passage of the Act of 1844 are 


accounted for in Table IV.**4 

Table V contains an estimate made by Spackman of “the 
investment of British capital in Foreign Loans and Public Com- 
panies” down to 1843 and then quoted on the London market." 

The 105 mining, 107 assurance, and 196 shipping, land, as- 
phalt, loan, salt, and miscellaneous companies with a capital of 
about £60 million were, presumably, in most cases unincorpo- 
rate; many of the mining companies were cost-book partner- 

"3 In reply, their Lordships forwarded the following reassurance: “This Board 
are by no means disposed to sanction the extension either by Act of Parliament or 
by Royal Incorporation, of any privileges of associated Bodies of an exclusive char- 


acter or of a nature which may in their opinion prove detrimental to the fair compe- 
tition of private individuals not so associating themselves.” (Jbid., 5/44, fol. 312.) 


4 Classified by Shannon, Economic History (January, 1932), from Return of 
. . « « Companies, 1846, P. P., XLIII (504), 3-24. 


"5 Op. cil., p. 157. 
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ships’® with transferable shares. These joint-stock companies 
engaged in various fields of economic activity, being in language 
from the Bench, “consonant with the wants of a growing com- 


TABLE IV 
COMPANIES IN EXISTENCE, 1844 








English* 





Coal and iron mines 19 
Lead, copper, etc., mines........... 32 
Quarries 

Smelting, manufacturing ores 
Railway rolling stock 
Briquettes and coal by-products 
Bricks, tiles, pottery 

Shipping, coastal, etc 

Shipping, ocean 

Omnibuses, etc 

Cotton manufacturing 

Woolen manufacturing 


> 
HU AH HH OOO 


Houses, land, and buildings 
Market and public halls 
Colonial: railway 

Colonial: mines and land 
Foreign: gas and water 
Foreign: mines and lands 
Petty lending 

Insurance 

Gas and water 

Railways 

Other public utilities and works 
Unclassified 





947 











* Of the companies given as “English existing,” it is probable that the 
following were merely branches of Scottish companies: 3 railways, 1 coal 
and iron, 5 insurance. 


26 “A cost-book mining company is formed by agreement. A number of ad- 
venturers who have obtained permission to work a lode agree to form a capital, to 
divide that capital into a certain number of shares, and to distribute the shares 
amongst themselves. They appoint an agent commonly called a purser for the pur- 
pose of managing the affairs of the mine, subject to the control of the shareholders.” 
Cf. Lindley, Partnership (1st ed. [1888]), p. 111. Henry Ayres reported in 1857 that 
“nearly the whole of the mines of this country are conducted on this plan.” See 
Financial Register, etc. (1857), p. 397. Jenks (Migration of British Capital [1927], 
Pp. 396) suggests that several of the mining companies included in the table below 
were organized abroad as sociétés en commandite. 
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munity, [had] forced their way into existence whether fostered by 
the law or opposed to it.”*7 

“The amount of capital now invested in the public proprietary 
companies, other than joint-stock banks, especially in mining and 


TABLE V 
Foreign Securities £121, 501,410 
“The Banking Interest” 
Bank of England £10,914,750 
Bank of Ireland 13,545,519 
Joint-stock banks: 
England and Wales 
6,433,500 
1,850,850 
9,619,825 32,904,175 
East India Company 6,000,000 
South Sea Company 3,062,734 
Turnpike trusts 8,774,927 
70 Railroad companies 57,447,903 
24 Foreign mining 6,464,833 
81 British mining 4,500,000 
107 Assurance 26,000,000 
59 Canal 17,862,445 
12,077,237 
4,326,870 
2,536,122 
2,123,874 
1,003,125 


5 Asphalt 
10 Cemetery 


612 £345,731,174 


manufacturing districts,’ declared the Circular to Bankers in 1840, 
was “so very large as to demand imperatively that the law should 


"7 In re Sea, Fire and Life Insurance Co. (Greenwood’s Case) 2 DeG., M. & G. 
(1854), p. 477. Or, in the words of another commentator: “The law of England 
ever slow to recognize any social change, and accommodating itself thereto only as 
actual necessity arises, and as it were by compulsion, refused for a long time to 
acknowledge their existence except as partnerships so numerous that the forms of 
justice were embarrassed in dealing with them” (Bunyon, Law of Life Insurance, 
3d ed. [1891], p. 176). 
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step in and regulate their constitution and obligations proper- 
ly.”** However, the immediate impetus to more adequate legal 
framework was the allegation of fraud in several insurance 
concerns.”® This initiated, in 1841, the appointment of a parlia- 
mentary committee whose investigation under the (eventual) 
chairmanship of Gladstone broadened into a consideration of the 
problems of joint-stock companies in general. Then it was argued 
that: 


Inasmuch as transferable shares become in a measure part of the circu- 
lation of the country, and as there will always be an extensive class of buyers 
and sellers of shares thus made publicly vendible by sanction of law, many of 
which buyers and sellers will be . . . . inexperienced persons, it is the duty 
of the legislature to keep some degree of control over the birth and course 
of life of joint-stock companies, having reference to the different objects for 
which they may be formed.*3° 


Indeed, the legislature was to intervene not so much for the 
purpose of giving facilities to companies as to afford protection 
to the public."** In the Companies’ Act of 1844, Parliament drew 
the first legislative distinction between a joint-stock company 
and the ordinary partnership and, in return for requirements laid 
down as to registration, made some of the privileges of incorpor- 


ation generally available. Limited liability, however, was not to 
become a matter of general right until 1855. 
BisHop C. Hunt 


Price, WATERHOUSE & Co. 
New York 


18 February 14, 1840. 

"9 With reference to the remarkable outburst of new life assurance promotions 
in 1837-38, the Circular to Bankers (September 28, 1828) had inquired: ‘Can this 
system of advertising, puffing, bidding one against another for public patronage, 
keeping the public in utter ignorance of that vital point—the appropriation of 
funds—have any other” than disastrous results? 

13° Evidence of J. Duncan, Report of 1844, § 2256. 

3" Cf. Bunyon, loc. cit. 





BUILDING COSTS IN THE BUSINESS CYCLE: WITH 
PARTICULAR REFERENCE TO BUILDING SPON- 
SORED BY GOVERNMENTS IN THE 
UNITED STATES 


‘T= cyclical behavior of building costs is of vital im- 


portance in regard to the question of the possible use of 

public works to offset cyclical movements in business 
activity. It is commonly considered that governments may 
economize by undertaking construction projects in dull times 
rather than in periods when business is booming. It is the object 
of this article to examine the probability and the extent of such 
“saving.” An appraisal of the movements of the chief elements of 
cost is also attempted, in order to indicate those types of public 
works which may be most economically undertaken from the 
point of view of cost saving. A further point for investigation is 
the influence which the behavior of building costs may exert 
upon the volume of building, and hence upon the course of the 
business cycle itself. 

A modified form of the method followed by the National 
Bureau of Economic Research in analyzing time series is used 
for tabulating mathematical observations.’ The “United States 
standard reference dates” are used in indicating the timing of 
cyclical movements of individual series in relation to movements 
in general business activity.2 No attempt is made to break up 

* See W. C. Mitchell, “Business Cycles,” Encyclopedia of the Social Sciences; also, 
J. M. Clark, Strategic Factors in Business Cycles (New York: The National Bureau 
of Economic Research, Inc., 1934), p. 9. 

*See W. L. Thorp and W. C. Mitchell, Business Annals, National Bureau of 
Economic Research, Inc., 1926. 

These dates have been determined by the National Bureau of Economic Re- 
search in a study of business movements in the United States. Time series describ- 
ing various aspects of business activity are analyzed and compared with other data 
showing the course of economic history. Turning points marking substantial changes 
in business movements are deduced from this material; these turning points are 
termed the “standard reference dates,” and each interval between successive low 
points is called a “reference cycle.” 
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individual cycles into stages,’ observations being made for only 
three points in each cycle: at initial revival, peak of expansion, 
and terminal revival for each individual series. Amplitudes of 
movements are not calculated by reference cycles, all observa- 
tions being made in terms of the specific cycle. These amplitudes 
of rise (+) and fall (—) are placed on a comparable base by 
expression as a percentage ratio of movements to the average of 
monthly values occurring during the course of the respective 
cycles. Observations in regard to timing are given in terms of 
months, the tables showing a lead in relation to general business 
as positive, and a lag as negative. 

The study is open to probably the most serious criticism to 
which the method followed by the National Bureau of Economic 
Research is subject, namely, that each cycle is characterized by 
conditions which are so peculiar to it that “typical” behavior is 
hardly approximated. Where data cover a large number of cy- 
cles, a typical movement may be traced with more confidence. 
But statistical information is limited to recent history, being 
scanty for the pre-war period; and the exceptional nature of the 
war conditions makes the use of this period misleading as an 
example of typical behavior. As in the N tional Bureau’s find- 
ings, it frequently may be more instructive to emphasize behavior 
during particular cycles, rather than for averages of cycles. 

3In comparing individual time series with the movements in general business, 
each series is broken up into its own cycles, where such cycles are evident. Each of 
these “specific cycles” is then analyzed in “stages.” One stage is the average value 
for the three months centered on the initial revival-date of the cycle; another is the 
average for the three months centered on the peak of expansion; and a third is the 
average for the three months centered on the terminal revival-date of the cycle. The 
period of expansion and that of contraction in each cycle are each divided into three 
parts, the average value for each third of expansion and of contraction representing 
the value as at one stage. Observations are thus secured for nine points in each 
specific cycle. As the terminal revival of one cycle is the initial revival of the follow- 
ing cycle, however, the number of stages is really eight for each cycle. Values at 
each stage are expressed as percentages of the average value for the cycle. The Na- 
tional Bureau repeats the entire process for each series as broken up in terms of ref- 
erence cycles. 
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WHOLESALE PRICES OF INDIVIDUAL BUILDING 
MATERIALS 

Comparison of the Bureau of Labor Statistics Wholesale 
Commodity Price Index with the Bureau’s Index of Wholesale 
Prices of Building Materials indicates a tendency to somewhat 
greater fluctuations for building-materials prices than for com- 
modities in general. To a certain extent this is due to the fact 
that the broader index number allows a blending of diverse move- 
ments of constituent series, resulting in a reduced amplitude. 
The averages are heavily influenced, also, by observations for the 
post-war period of expansion, in which prices of building materials 
advanced from an abnormally low level in relation to prices of 
other commodities, attaining approximately the 1913 relationship 
with the increase in construction activities. Considering these 
two factors, it would appear that fluctuations in prices of building 
materials as a whole have fairly approximated those in prices of 
other commodities. The relatively milder slope of the decline in 
building materials prices in 1929-33 than in the earlier contrac- 
tions suggests that building materials prices become less flexible 
as the business movement is intensified. This theory is apparently 
disproved by the severe movement in building materials prices in 
1920-21. The latter rsovement may be explained, however, first, 
on the ground that building materials prices may be growing less 
flexible through time, and second, by the unusual price deflation 
from the war-time level during the business contraction of 1920- 
21. A rather anomalous condition appears where, although the 
trend of construction activity tends to precede that of general 
business at revival and to be coincident or lagging at recession,‘ 
the prices of building materials generally lead business at reces- 
sion, and are coincident or lag at revival. 

The movements of the series shown in Tables I and II indicate 
that in both expansion and contraction the more flexible group 


4 Removal of the price factor in F. W. Dodge’s “Contracts Awarded” series, how- 
ever, reduces the tendency of construction contracts to lag at recession. Table A 
indicates this condition. Leads at revival are not changed by deflating the series. 


[Footnote continued on page 363] 
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TABLE I 
AMPLITUDES OF FLUCTUATIONS OF PRICES AT WHOLESALE OF BUILDING 
MATERIALS AND OF COMMODITIES IN GENERAL 


Index numbers, compiled by the United States Bureau of Labor Statistics, 
Movements as Percentages of Cycle-Averages: Rise (+); Fall (—) 








All | Build- ; int | Pjumb- 
Com-| ing | : ing and 
mod- | Mate-| ber Til “ leat- 

ities | rials sials ing 
(Per | (Per (Per Per 
Cent) | Cent) Cent) | Cent)| Cent) 


Struc- 
ural 





Business expansion: 
May, 1919—Jan., 1920 . _ , ‘ 42.0) 
Oct., 1921—May, 1923 ‘ ‘ ’ J 36.1 
Aug., 1924—Oct., 1926 4 ‘ Y . 17.8 
Jan., 1928—June, 1929 J " ‘ rf 19.2 


28.8 








Business contraction: 
Feb., 1920—Sept., 1921 —70°.9) 
june. 1923—July, 1924 r -7|—18.90} 

ov., 1926—Dec. ‘ — 29.0} 
July, 1929—Mar., 1933 —40.9) 





—39.7 





Average total movement.. . 68.5 
































* Data not available. 


[Footnote 4] 
TABLE A 


Tnanc or Dottar VALves or Construction CoNnTRACTS 
AWARDED, AND OF PuysicaL VoLumE or Construction Con- 
TRACTS AWARDED, IN RELATION TO GENERAL BUSINESS: IN 
MONTHS: LEAD (+); Lac (—). 

(Dollar Values: F. W. Dodge Corp.; Physical Volume: F. W. 
Dodge “Contracts Awarded” series, deflated by the Engi- 

neering News Record “Cost of Building” Index.) 








Dollar 
Volume 





Business revival: 
May, tor9... 
Oct., 1921. 
Aug., 1924... 
Jan., 1928 
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may be taken to embrace lumber, paint and paint materials, and 
structural steel, in the order named. Although the number of 
sample cycles in the plumbing and heating series is limited, it 
appears that this item may be added to the more flexible group. 


TABLE II 


TIMING IN MONTHS OF MOVEMENTS OF WHOLESALE PRICES OF BUILDING 
MATERIALS AND OF COMMODITIES IN GENERAL, IN RELA- 
TION TO GENERAL BUSINESS 
Index Numbers, Compiled by the United States Bureau of Labor Statistics, 
Leads General Business (+); Lags behind General Business (—) 


| | 





| 

Paint | 
All | Build- and |. Struc- | 

Com- | ing Ma- r Paint tural | Cement 

modities| terials Mate- Steel | 

rials 


Miscel- 
| laneous 





Business reviv- 
al: 





May, 1919. 5 
Oct., 1921.. I 
Aug., 1924.. ° 
Jan., 1928. . 4 

] 
Average. . -75|— 1.25) 0.5 











Business reces- 
sion: 
Feb., 1920. .|— 4 
June, 1923.| 2 
Nov., 1926.) 11 
July, 1929..| 10 


sina 4-75| 





























* Data not available. 


Approximately the same differentials are maintained between 
these materials in contraction as in expansion, the average gen- 
erally appearing representative.’ Building-materials prices appear 
to be less flexible upwards, in most cases, than downwards. 


5 With the exception of structural steel, building-materials prices had, by July, 
1933, attained practically the same relation to each other as that existing in 1913. 
These prices were approximately 65 per cent above the 1913 level, structural steel 
prices being about 20 per cent higher than in the earlier year. See American Ap- 
praisal Co., Client’s Service Bulletin, June-December, 1933. 
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The difference in demand as between different classes of build- 
ing materials varies over the business cycle chiefly according to 
the degree to which the material is employed in new construction. 
On the whole, however, building materials are in joint demand. 
Differences in price fluctuations would generally seem, therefore, 
to be related to conditions of supply within the respective classes. 
The first principle in regard to supply is that of the degree of 
monopoly and combination existing within each class of produc- 
tion. This in most cases would appear to be the dominant factor 
influencing variations in the extent of price fluctuations as be- 
tween classes of product. Other conditions, however, are im- 
portant. 

Lumber prices might be expected to fluctuate widely during 
the business cycle, particularly where prices are at wholesale and 
where the business cycle is relatively intense and is paralleled by 
fluctuations in building volume. Most wholesalers do not keep 
their supplies beneath shelters affording protection from the 
weather. Lumber, especially in its more fully prepared states, 
is subject to severe deterioration from the influence of the ele- 
ments, and it therefore becomes necessary for dealers to turn over 
stocks as rapidly as possible. This forces the market prices down 
as soon as normal demand is interrupted. An added factor is that 
if the industry plans for a normal increase in demand comparable 
to the previously existing rate of increase, even a mild variation 
in demand will be sufficient to induce a rapid reaction in prices. 
This reaction would be intense during a relatively brief contrac- 
tion or expansion, but would tend to abate as the existing in- 
ventory is shifted; eager anticipation of renewed volume of con- 
struction would appear to induce the replenishment of inventories, 
however, dealers being induced to carry substantially smaller 
stocks only after a contraction period has been under way for a 
relatively long time and until prices have fallen to a level not 
covering direct costs. When demand is restored, it is to be ex- 
pected that dealers will attempt as far as possible to recoup their 
losses, forcing prices to relatively extreme heights. 

Fluctuations in prices of paint and paint materials appear to 
be related to business activity as a whole, rather than solely to 
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changes in construction volume. The demand for paints is 
determined chiefly in connection with repairs to existing struc- 
tures. The habits of people in painting their buildings would 
appear to be among the first to be influenced by changed business 
outlook, personal incomes, and business profits, especially during 
a mild contraction or during the early years of a severe contrac- 
tion. The demand for paints is thus reduced absolutely during 
mild business contraction much more than is that of any of the 
other chief building materials. The situation is somewhat different 


6 Movements in the volume of construction appear to be influenced chiefly by 
particular factors in the business situation, rather than by the condition of business 
as a whole. Table B presents the movements of the dollar volume of construction 
contracts series, together with the movements of the deflated series and of the 
American Telephone and Telegraph Co. index of business activity. The amplitudes 
of these movements are also reduced to bases relative to the value for the cycle hav- 
ing the lowest amplitude. 

TABLE B 
AMPLITUDE OF MOVEMENTs oF ConsTRUCTION ConTRACTS AWARDED AND OF GENERAL BUSINESS 


Activity: AMPLITUDES AS PERCENTAGES OF CyCLE-AVERAGES AND AS RELATIVE 
To THE Cycte Havinc tae Lowest AMPLITUDE 
(Dollar Volume: F. W. Dodge Corp.; Physical Volume: F. W. Dodge “Contracts Awarded” 
series, deflated by the Engineering News Record Cost of Building Index; Business 
Activity: American Telephone and Telegraph Company Index) 








ConTRACTS ConTRACTS 
Dotiar VOLUME PaysicaL VOLUME Business ActIviTy 





Per Cent- Per Cent- Per Cent- 
| Intercycle ntercycle Intercycle 
age Move- Relative age Move- Relative — Relative 





Business expansion: 
May, 1919—Jan., 1920... . , 259 23. 105 
Oct., 1921—May, 1923... r 222 44. 203 
Aug., 1924—Oct., 1926... . ‘ 172 25. 

Jan., 1928—June, 1929... jf j a. 





Average 28 





Business contraction: 
Feb., 1920—Sept., 1921... ‘ 3 J —44. 
june, 1923—July, 1924... : 2 ; —26 
Nov., 1926—Dec., 1927. . : : —18. 
June, 1929—Mar., 1933.. 





Average / d —43. 





Average total movement! . ‘ 7 























Relatively small amplitudes, both absolute and relative, are found in the “gen- 
eral business” series. These are partially explained by the wider coverage of that 
series. It is not true, however, that movements in general business are paralleled by 
fluctuations of comparable intensity in construction activity. 
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where the contraction extends over a longer period, since here it 
becomes a matter of absolute necessity for people to repaint their 
buildings. The wide demand for paints at this point becomes a 
great aid, as compared with the confined demands of most other 
building materials. 

Structural steel is produced jointly with many other iron 
products, and its price is therefore influenced by the price and 
demand for raw iron and for all types of iron and steel. The prod- 
ucts in whose manufacture iron and steel are the most important 
are almost universally among those most profoundly affected by 
changes in general business. Automobiles, locomotives and other 
railroad supplies, and machinery of all kinds, are sufficient ex- 
amples of this fact.’ A reduction in the price of structural steel 
may occur, therefore, even if contraction is not severe enough to 
induce a reduction in the growth of building construction. A 
similar observation would hold in the expansion phase of the cycle. 
Changes in the demand for most iron and steel products tend to 
lead changes in general business,* the time required for the change 
in demand to reach structural steel prices resulting in most cases 
in coincidence or lagging in these prices in relation to general 
business movements. It should be observed, also, that the nature 
of the movement will depend to a great extent upon the condition 
of the iron and steel market at the particular time of study. The 
apparent flexibility displayed in the average movement must be 
related to the high percentages for the 1921-23 period, which 
was characterized by unusual demands in the steel industry for 
the rehabilitation of railroads in the postcontrol period. Under 
present organization methods in the industry, it appears that falls 
in the price of structural steel are less than the average for build- 
ing materials, that these fails occur rather suddenly, and that 
after the initial fall there is a tendency for prices to flatten out, 
this tendency being evident more than a year before business re- 
covery. The force of this factor is evident in the two most recent 
cycles. Amplitudes in these later cycles have been reduced 
relatively to those of other building materials prices, and lags 
at revival have been converted to coincidence or leads. 

7 See J. M. Clark, Strategic Factors in Business Cycles, pp. 32-39, 77-78. 

8 [bid., pp. 50-5. 
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The relative stability in prices of cement and of brick and tile 
would appear to be due in the first place to the durable nature of 
these commodities, which may remain indefinitely in either the 
raw or the prepared state with little or no deteriorating effects 
being suffered. Price policies will therefore be determined mainly 
by the financial condition of the producing companies, by the 
degree of monopoly and combination in supply, and by the 
flexibility of demand for the products. Differences in price varia- 
tions as between the two commodities would appear to be in- 
cidental chiefly to the first and second factors, since the flexibility 
of demands for the products would seem similar. The price de- 
cline in cement during the reference expansion of 1924-26, to- 
gether with the very mild four-month rise during the following 
expansion, indicates that in the period since 1924 the price of 
cement has suffered a secular decline, the contraction periods 
serving to intensify this movement. A study of the original data 
for the index number, along with the constituent series, suggests 
the alternative thesis that price movements during the years 
1924-29 have been slight, with the implication of price control 
through monopoly or combination. For the country as a whole, 
however, it would appear that the former conclusion is true. 
During a mild contraction or during the early part of a severe 
contraction, it apparently cannot be expected that cement 
prices will fall substantially. Severe pressure upon the financial 
organization of the industry, however, will result in more sub- 
stantial price cuts. Low amplitudes in the brick and tile series, 
coupled with leads at recession during the two last contractions, 
indicate that here too there has been a tendency to a downward 
secular movement, although this movement has been less intense 
than that in cement prices. 

Data for the plumbing and heating series are available only 
for the period since 1925. This is the only series in the group 
which exhibits characteristics of a regular seasonal movement. 
Such a tendency is evident in the years 1926-28, inclusive, in- 
dicating an influence toward higher prices toward the end of the 
calendar year. The plumbing and heating series shows a relatively 
high amplitude for the severe contraction of 1929-33. Articles in 
this group are of a relatively durable and luxury nature, so that 
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the demand for these products would appear a priori to be flexi- 
ble. This demand is related both to existing structures and to 
new construction, the former demand falling severely in response 
to decreased personal incomes, and the latter, with decreased 
construction activity. In expansion it may be that these forces 
are modified by influences of competition and economies of in- 
creased scale of production, these factors being especially promi- 
nent in such a rapidly growing industry. Although few cycles 
have been analyzed for this series, it would appear that its move- 
ment might be compared with that of paint prices. But there 
does not seem to be evidence of the factor which induces the price 
of paints to turn up during a severe contraction before the revival 
in general business. 

The miscellaneous group of materials shows in both amplitude 
and timing a tendency to flexibility less than that characteristic 
of building materials as a whole, although slightly greater than 
that of either cement or brick and tile. 

The factor of monopoly and combination conditions would 
seem to be important especially in regard to the structural steel 
and cement industries. 


LABOR COSTS IN THE BUILDING TRADES 


The data here utilized to illustrate the behavior of labor costs 
comprise an index compiled by the Federal Reserve Bank of 
New York, indicating the cost of labor in the building trades; 
an index of current wage rates in the building industry constructed 
by The Engineering News Record from observations in twenty-one 
cities in the United States;*® averages for these twenty-one cities 
of the wage rates for brick-layers, carpenters, and structural iron- 
workers; and union rates in six chief classes of building labor in 

® Revision of 1932. This index is computed upon the basis of 1926= 100, being 
based during the period 1919-21 upon data published in The Monthly Labor Review, 
“Union Rates of Wages in the Building Trades,” and from 1922 to date from 
“Wage Scales in the Building Trades” according to the National Association of 
Builders Exchanges, published in The American Contractor, and composed of union 
rates in eight cities for eight types of artisans and three types of laborers, weighted 
two and one, respectively. 

10 Engineering News Record, current issues. ™ Tbid. 
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New York City.” Tables III-V summarize the amplitude and 
timing of the movements of these series over the business cycle. 
Comparison of the two Federal Reserve Bank indexes reveals 


TABLE Ill 
AMPLITUDES OF FLUCTUATIONS OF BUILDING LABOR COSTS IN THE 
BUSINESS CYCLE—THE UNITED STATES 
Index Numbers: Percentages of Cycle-Averages: Rise (+); Fall (—) 
(The Federal Reserve Bank of New York; The Engineering News Record) 








Federal | Federal 
Reserve | Reserve 
Bank of | Bank of 
New York] New York 
Building | Labor 
Cost Cost (Per 
(Per Cent)|(Per Cent) 


Struc- 
tural 
Iron- 

workers 





Business expansion: 
May, 1919—Jan., 1920. , 37.6 
Oct., 1921—May, 1923. : 16.6 
Aug., 1924—Oct., 1926. .o If . 
Jan., 1928—June, 1929. .3|\ 73° 





Average: 4 cycles: 16.8 
3 cycles: : 





Business contraction: 
Feb., 1920—Sept., 1921 
June, 1923—July, 1924. 
Nov., 1926—Dec., 1927 
July, 1929—Mar., 1933 





Average: 4 cycles: 
3 cycles: 





Average Total Move- 
ment, 3 cycles: 


























* Data not available. t No recession perceivable. 


the fact that labor costs have been slightly more flexible than 
total building costs in expansion, and substantially less flexible 
during contraction, especially where movements in business have 
been relatively mild. Where expansion is more marked, however, 


" Building Trades Employers Association: Wage Rates in the Building Trades, 
New York City, 1930. Since 1930, current quotations. The rate representing com- 
mon labor in New York City is computed by the Engineering News Record by a 
simple average of current union and nonunion rates. 
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costs of materials appear to advance more rapidly than do wage 
rates; and during a severe contraction it appears that the fall in 
wage rates may be more pronounced than that in building ma- 
terials prices. The latter conclusion seems to follow from the 
observations made for the different labor series, although it is not 
shown by the index number of the Federal Reserve Bank of New 


TABLE IV 


AMPLITUDES OF FLUCTUATIONS OF UNION WAGE RATES IN THE 
BUILDING TRADES—NEW YORK CITY 


Percentages of Cycle-Averages: Rise (+); Fall (—) 








Hoist- | Struc- 
Brick- ing tural 
layers Engi- | Iron- 
neers | workers 
(Per (Per (Per 
Cent) 





Business expansion: 
May, 1919—Jan., 1920 
Oct., 1921—May, 1923 
Aug., 1924—Oct., 1926 
Jan., 1928—June, 1929 








Business contraction: 
Feb., 1920—Sept., 1921.... 
June, 1923—July, 1924.... 
Nov., 1926—Dec , 1927.... 
July, 1929—March, 1933... 








Average Total Movement 


























* Data not available. 


York. It is difficult to explain the divergence in movement be- 
tween the series of the Federal Reserve Bank and those of the 
remaining labor indexes, except on grounds of coverage. One 
possible explanation is that the Reserve Bank index is composed 
of quotations from only eight cities. These cities might be ex- 
pected to be the larger cities, in which unionization is relatively 
complete. This condition would induce greater stability in rates 
in contraction, which phase accounts for the chief differences in 
movement. 
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The long lags of the labor series in relation to general business 
support a generally known characteristic of wage rates. Lags in 
contraction appear to be approximately double those in expansion. 
This fact, coupled with the observation that amplitudes of move- 
ment are approximately the same for expansion and contraction, 
would indicate a speedy fall in wage rates once disorganization of 


TABLE V 


TIMING, IN MONTHS, OF FLUCTUATIONS OF BUILDING LABOR COSTS IN 
THE BUSINESS CYCLE—THE UNITED STATES 


Index Numbers: Leads General Business (+); Lags (—) 








Federal | Federal 
Reserve | Reserve 
Bank of | Bank of ~ | Brick- 
New York] New York layers 
Building | Building 
Cost [Labor Cost 





Business revival: 


Aug., 1924 
Jan., 1928 





— 6.0 





Business recession: 
Feb., —II . 
—14 —13 
Tt —II 
—23 —14 





—16,0 |—12.7 


























* Data not available. t No recession. 


the labor market sets in. A similar observation would seem to be 
in order in regard to skilled labor as compared with unskilled, at 
least in a severe contraction. Skilled labor rates here lag behind 
unskilled, but tend to catch up with the movement in unskilled 
rates, and even to pass these, as contraction continues. Where 
contraction is brief and mild, little change occurs in the price of 
skilled labor, even where rates are nonunion, as in the Engineering 
News Record series. In several cases of contraction there is no 
decline in rates visible, and in others there has been a positive 
movement. The timing of movements in the series of different 
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types of skilled union labor in New York City has not been pre- 
sented in a table. Dates of rate changes, except during the past 
contraction, seem to have been little related to changes in general 
business. In the last-mentioned group of series there has been 
only one example of a negative movement during the first three 
post-war business contractions, this occurring in one cycle for 
common labor. 

The factor of skill would appear to be the primary influence 
making for inflexibility in skilled labor rates in contraction. The 
supply of skilled labor is limited, relative to its demand, and rela- 
tive to the supply of unskilled labor. The bargaining power of 
skilled labor is thus greater than that of unskilled. The demand 
for skilled labor, moreover, is dependent mainly upon the local 
condition of employment and construction activity in the building 
industry, and not upon the state of business in general. This 
condition may or may not produce an influence coinciding with 
that of general business. Building contracts normally are awarded 
some time before the skilled workmen, at least the majority 
of them, are required on the job. For this reason, the demand 
for skilled labor may not fall off until contraction in building 
contracts has been under way for some time. There will then 
follow a period in which, although the demand for skilled labor 
may fall off, the workers will refuse to recognize this situation and 
will not work for less than their customary wages. By this time it 
may be that in a mild contraction there is a revival in general 
business. Unionization intensifies this tendency to stickiness in 
skilled rates, and in many cycles renders them totally inflexible, 
especially where union agreements have been made shortly 
before contraction has set in. The situation is different when an 
extremely violent movement in general business is involved. 
Such a condition will almost certainly involve widespread re- 
ductions in the volume of construction, and the factors tending to 
maintain wages will gradually give way, sending skilled labor 
rates down precipitously. It is interesting to note that the classes 
of skilled labor here sampled appear to move substantially in 
sympathy. The effect of unionization is noticeable in comparing 
rates of change in current wage-rates, composed of union and 
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nonunion rates for carpenters, bricklayers, and structural iron- 
workers for an average of twenty-one cities, with the data for 
union rates in these trades in New York City. 

The relative sensitiveness of unskilled labor costs would appear 
to be due essentially to the fluidity of common labor as between 
employments, the lower degree of unionization among unskilled 
workers, the relative difficulty of enforcing union agreements 
where such are in existence, and the generally lower bargaining 
power of unskilled labor. In both expansion and contraction it 
seems that unskilled rates precede skilled in change. The move- 
ment in skilled costs is more violent during the early part of the 
expansion periods, presumably because of the sudden nature of 
the movement in the skilled series once the movement gets under 
way. In the early phases of a period of expansion the existence of 
a large supply of unskilled labor from other employments will 
tend to hold wages of common building labor behind those of 
skilled labor in their change; as the up-turn becomes more marked, 
however, the common laborers are able to overcome some of the 
disadvantages which they have suffered relative to the skilled 
workers, and can secure greater comparative wage increases. 
Generalized deductions may be attempted only with great risk, 
however. The condition of the local employment market, the 
degree to which construction activity has influenced or has been 
influenced by the state of general business, the extent of unioniza- 
tion among skilled and unskilled workers, the standard of living 
held by the different classes of labor, and the degree to which the 
respective classes have benefited or suffered from previous ex- 
pansions and contractions are among the chief vital factors. 
Unionization, the degree of skill required in the trade, and hence 
the scarcity of supply and the bargaining ability of the groups, 
appear to be the dominant factors in expansion. Lags among 
skilled labor series in expansion probably are induced by dis- 
organization in the market, limited demand as compared with 
common labor which is required in other employments, and a 
natural lag of demand for skilled labor behind the awarding of the 
building contract. 

The “saving” accomplished by constructing public works or 
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private buildings during the contraction period of a cycle, as far 
as labor costs are concerned, may be viewed as due to avoiding 
cost increases which take place in business expansion. Such in- 
creases have been unusually great in the period since the war, and 
may or may not continue in such proportions during future ex- 
pansion periods. The problem is one of secular behavior and of 
employer-labor ethics over a period of time. The four periods of 
expansion sampled since the war indicate a progressively de- 
creasing rate of increase in this regard, the expansion of 1919-20 
showing an increase of about 40 per cent and that of 1928-29 
between 3 and 4 per cent. The earlier of these periods was one 
of violent price disruption; but the movement since 1921 indicates 
a possible trend. This trend may be related to the condition of 
the labor market as a whole over the period, and hence to the 
growing mechanization of industry. If such a condition is true, 
it is possible that expansion periods in the future may witness 
relatively mild movements in labor costs. The entire problem, 
also, is related to that of business cycles in general. Violent 
cycles in business and in prices will result in similarly wide move- 
ments in labor costs. According to past experience, from 2 per 
cent to 7 or 8 per cent may be saved in unskilled labor costs by 
building at the trough of a mild contraction rather than at the 
peak of the preceding or following expansion. In a catastrophic 
contraction, such as the most recent, much greater savings may 
be made, these reaching as high as 29 per cent in the recent con- 
traction. In skilled labor costs little or no reduction may be 
expected in a mild business contraction; but in a severe contrac- 
tion the saving will probably be greater than in unskilled labor. 
From the evidence of the past three cycles, unskilled labor costs 
generally begin to rise after business recovery has been under way 
for about three months; and skilled, after business has been 
recovering for six months. In recession these lags maintain ap- 
proximately the same ratios, but are double those existing at 
revival. 
BUILDING MATERIALS COSTS AT RETAIL 

Retail prices vary, not only as between geographical districts, 

but also as between individual persons. This condition precludes 
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an attempt to deal with retail prices of individual commodities. 
A fairly satisfactory method might be to consider that for the 
country as a whole and for building materials as a whole, retail 
prices would follow wholesale levels relatively closely. Since 
rather authoritative wholesale prices may be obtained, these 
might be combined with figures representing the cost of labor, the 
index number thus secured being used to measure fluctuations in 
the cost of building. Several indexes of this kind have been com- 
posed for particular regions and particular purposes and for the 
country and building as a whole. These computations, however, 
do not take account of discrepancies existing between wholesale 
and retail price levels, such differences occurring especially in 
regard to costs and profits of middlemen. Difficulty is found, 
also, in assigning a correct weighting to labor costs as compared 
with costs of materials. In order to secure the most balanced 
picture which seems possible with the facilities at hand, two such 
synthetic index numbers of cost of building are here presented," 
together with two indexes of building costs based on retail costs 
of materials,"4 two indexes of building materials cost at retail," 


"3 The Construction Costs Index of the Engineering News Record is composed of 
“the costs of steel (structural shapes, Pittsburgh base), cement (f.o.b. Chicago, ex- 
clusive of bags), lumber (southern pine, New York base), and the average rates paid 
common labor in the building industry as obtained from the prevailing rates in 
twenty representative cities. From 1913 to 1920, inclusive, the rates paid common 
labor in the steel industry were used. The prices are weighted on the basis of the 
total production of steel, cement, and lumber, and the total supply of common labor 
as follows: steel, 37.5 per cent; lumber, 17.1 per cent; cement, 7.4 per cent; and labor, 
38 per cent.” See Engineering News Record, “Construction Costs, 1934,” p. 11. 

The index number prepared by the Federal Reserve Bank of New York is based 
upon the index of cost of building materials at wholesale, as compiled by the Bureau 
of Labor Statistics, and the level of building wages according to the index number of 
the Reserve Bank. These components are weighted 55 and 45, respectively. 

4 The Aberthaw Index is calculated upon the basis of the cost of a “typical rein- 
forced-concrete factory.” The factory is one actually constructed by the Aberthaw 
Company in 1914, its cost of reconstruction having been computed each month 
through to the end of the year 1928, and each quarter-year since that date. See 
Engineering News Record, “Construction Costs, 1934,” p. 12. 

The Tuttle Index is constructed similarly to that of the Aberthaw Co. and is rep- 
resentative of the cost of industrial building. See Engineering News Record, ““Con- 
struction Costs, 1934,” p. 12. 

‘s U.S. Bureau of Foreign and Domestic Commerce, Department of Commerce, 
Foreign and Domestic Commerce (annual), 1919-34. 
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the Bureau of Labor Statistics index of building-materials prices 
at wholesale, and the labor cost index of the Federal Reserve Bank 
of New York. Tables VI and VII indicate the behavior of these 
series. 
TABLE VI 
AMPLITUDES OF FLUCTUATIONS OF INDEX NUMBERS OF BUILDING CosTs— 
WHOLESALE, RETAIL, AND LABOR PRICES 


Movements as Percentages of Cycle-Averages: Rise (+); Fall (—) 
(U.S. Department of Commerce, Aberthaw Company, Tuttle Index, Engineer- 
ing News Record, Federal Reserve Bank of New York, 
U.S. Bureau of Labor Statistics) 
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* Data not available. 


In view of the use of wholesale prices in computing the syn- 
thetic indexes of cost, whereas retail prices are used in the Tuttle 
and Aberthaw indexes, it is surprising that such similarity of 
average movement is observed. Comparison of the index num- 
bers for wholesale and retail building materials may be under- 
taken only with great caution, due to the existence of data for 
only two cycles for the retail series."* It would appear, however, 

It must be remembered, too, that purchasing can generally be accomplished 
at prices which are below quoted rates. Quoted prices are the only data available, 


however. The behavior of lowest retail prices obtainable may be taken as somewhere 
between that of quoted retail prices and that of wholesale prices. 
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that there is a tendency toward greater movement in wholesale 
prices than in retail prices during expansion, this tendency being 
more pronounced during contraction. The indexes based on 
wholesale prices appear to fluctuate less than the retail-based 


TABLE VII 


TIMING, IN MONTHS, OF MOVEMENTS OF INDEX NUMBERS OF BUILDING 
COSTS—WHOLESALE, RETAIL, AND LABOR PRICES 
Leads General Business (+) Lags Behind (—). (U.S. Department of Commerce, 
Aberthaw Company, Tuttle Index, Engineering News Record, Federal 
Reserve Bank of New York, U.S. Bureau of Labor Statistics). 
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* Data not available. t No recession. 


indexes during expansion and approximately the same as the 
latter during contraction. The apparent anomaly would seem to 
be explained mainly by the different weightings given to labor 
cost. The index of the Engineering News Record gains flexibility, 
especially in contraction, from the use of common labor with no 
representation for skilled labor. A tendency to tardiness in con- 
traction may be accounted for by a rather heavy weighting to 
steel, with no consideration to brick, paint, or plumbing and heat- 
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ing. Since the Aberthaw index is representative of the cost of a 
reinforced concrete factory, it might be considered that steel, 
lumber, and building tile have been underweighted, and cement 
overweighted, if the index is to be taken as indicating the move- 
ment in building costs in general. A comparison of the Tuttle and 
Federal Reserve Bank of New York indexes appears to yield no 
rule of normal behavior of retail prices as compared with whole- 
sale prices. The Reserve Bank index would seem to be the more 
flexible in expansion, indicating a stickiness in retail prices as 
compared with wholesale; in contraction, however, the difference 
in movement is not as regular. Statistical analysis is of course in- 
complete without a study of conditions peculiar to special cycles; 
and quotations of retail prices in many instances do not represent 
the prices which a careful buyer would be compelled to pay to a 
retailer. There is some indication, also, that prices at retail appear 
to be less flexible than at wholesale during a mild contraction, but 
more flexible during a more severe contraction, thus evidencing 
some tendency for the pressure of retail stocks to cause relatively 
great reductions in price where contraction is violent; any dif- 
ference in labor weighting, along with the influence of local con- 
ditions in the case of the Tuttle index, would bring about other 
variations in movement. Direct comparison of the indexes of 
wholesale and retail prices lends weight to the theory that retail 
prices are less flexible than wholesale during both a mild and a 
severe contraction and during a mild expansion, but that during a 
more profound expansion the movement in wholesale and retail 
prices is similar. A further note in connection with the comparison 
of retail- and wholesale-based cost indexes is that movements in 
retail prices have regularly lagged behind changes in wholesale 
prices by from four to ten months. This factor also would em- 
phasize the tendency for the Federal Reserve Bank index to be 
more flexible than the Tuttle index during periods of mild move- 
ment. 

Inspection of the original data conveys the impression of a 
secularly rising cost of labor during the period, together with a 
secularly constant or declining cost of materials. For the years 
1913-28, the Committee on Recent Economic Changes has cal- 
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culated that building labor wage scales increased by approxi- 
mately 150 per cent, while wholesale prices of building materials 
increased by 70 per cent.’? Table I indicates that this relative 
gain on the part of wage rates has taken place during contraction 
in business, when small or imperceptible decreases in wage rates 
have been accompanied by more severe contractions in materials 
prices. This conclusion is supported by comparison of the labor 
cost index of the Federal Reserve Bank and the Bureau of Labor 
Statistics wholesale building materials price index. The four 
cycles sampled show an average rise during expansion of approxi- 
mately 25 per cent in prices of materials and of 17 per cent in 
wage rates, the periods of contraction showing respective move- 
ments of 32 per cent and 7 per cent in a negative direction. The 
net movements per cycle have thus been —7 per cent in prices of 
materials, and +10 per cent in wage rates. In expansion as in 
contraction, labor costs have been less flexible than materials 
prices, their average movement being about 68 per cent of 
that for materials prices. Similar observations may be made in 
the instance of timing. Wage rates lag behind materials prices 
eight months, on the average, in expansion, and twenty months 
in contraction. The tardiness of the movements in labor rates 
causes the indexes of total cost of building to lag substantially 
behind building materials prices in their movements, particularly 
at recession, and provides a modifying influence upon the total 
cost indexes, especially during mild movements, and in contrac- 
tion more than in expansion. 


BUILDING COSTS IN THE BUSINESS CYCLE 


Three qualifying observations must be repeated at this time: 
(1) the cycles studied may or may not be typical of cycles in 
prices, business, and building in the future; (2) the existence of 
conditions peculiar to individual localities limits the significance 
of attempts to generalize upon behavior for the country as a 
whole; (3) variations in the type of building being constructed 

7 See Committee on Recent Economic Changes: Recent Economic Changes (New 
York: McGraw-Hill Book Co., 1929), p. 105. Also: J. R. Riggleman; “Building 
Cycles in The United States, 1875-1932,” Journal of the American Statistical Asso- 
ciation, June, 1933, Pp. 179. 
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further modify attempts at generalization. Generalizations such 
as have been attempted above, however, hold peculiar force where 
the object in view is to study behavior for the country as a whole, 
in relation either to building carried on under private enterprise 
or to building sponsored by a national governmental institution. 
The data are chosen for similar periods for the different sections 
of the country, and do not reflect conditions, for instance, where 
public works are instituted with particular regard to movements 
in local business conditions. 

For a wide sample of different types of building, the indexes of 
building cost are probably representative. It might at first appear 
that the indexes have been wrongly designed in maintaining a 
fixed ratio for labor and materials costs. In their investigations of 
this point, however, the Committee on Recent Economic Changes 
have found that increases in the unit costs of labor, relative to 
that of materials, have been almost exactly counterbalanced by 
growth in labor productivity, so that the ratio of expenditures 
upon the two chief divisions of cost remains in the approximate 
amount of 40 to 45 per cent for labor, and 60 to 55 per cent for 
materials."* In view of a desire to secure the construction of public 
works which will employ the greatest number of laborers possible 
per unit of expenditure, it might be found that a 40 or 45 per cent 
weighting to labor would be insufficient. The question is also re- 
lated to the extent and variety of the building program, although 
a large-scale plan will almost certainly involve a variety of con- 
struction that will make the broad weighting applicable. If a 
different weighting should seem desirable, the labor cost indexes 
may be considered more closely. 

Union wage rates would seem to be the units which must be 
used, at least in connection with skilled labor. Such a policy 
would be necessary, not only because of the growing strength of 
trade unions in the building trades, but on account of the ex- 
ample which tradition, the “priming the pump” theory, and 
political exigencies require to be set by governments in the pay- 
ment of liberal wages to laborers. If unionization were taken to 
be complete, it is highly improbable that any reductions in skilled 

18 Tbid. 
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labor costs would be obtainable in a mild contraction. Expiry 
dates of trade union agreements are of importance here, since if 
new negotiations are undertaken when contraction has been under 
way for some time it may be possible to secure some concessions. 
Where “‘current”’ rates are such as have been in existence during 
the post-war period, little saving can be expected within a year 
from the time business contraction has set in. In a mild contrac- 
tion, which might be considered to be one of a year or two in dura- 
tion, reductions in cost of skilled labor might reach from zero to 
2 or 3 per cent of the average cost during the cycle. A severe and 
prolonged contraction would appear under present economic 
organization to disrupt the labor market and to result in sub- 
stantial reductions in skilled labor costs. These costs may then 
fall drastically, reaching 25 or 35 per cent of the cycle-average 
during the most recent contraction. Union rates are generally 
more tardy, but fall by approximately similar proportions. On 
the upturn in business skilled labor rates again lag, but by less 
pronounced degrees, “current” rates varying from one to eleven 
months. Although the peculiar circumstances surrounding re- 
covery in 1933 have induced the writer to refrain from analyzing 
that period, it should be observed that recovery in wage rates of 
skilled labor began in the spring of 1932, both in current rates 
for the country as a whole and in union rates for New York City. 
This occurrence would tend to indicate a lower “floor’”’ to move- 
ments in skilled rates, possibly evidencing an approach to the 
limit of contraction of the standard of living. This observation 
may be typical, in view of the apparently typical stickiness in the 
money cost of living, and of the existence of a minimum standard 
of living which is higher for skilled labor than for unskilled, and 
below which workers will refuse to labor. It would thus appear 
that contraction in skilled labor costs occurs only within the 
second and third years of a severe contraction in general business. 
Such a theory must be greatly modified by particular conditions, 
however. The advance in skilled labor rates in business expansion, 
as previously mentioned, would appear to depend upon the con- 
dition of the bargaining power of labor over a period which is 
longer than a business cycle in duration. It would seem also to be 
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connected with the development of technology. Evidence exists 
for the belief that the increases in labor rates occurring in the 
period since the World War were reaching their upper limit in 
1928. A rapid recovery to that level might be expected with price 
recovery and business recovery in general; but after that level has 
been achieved, the movement will probably be a question of the 
social ethics and technological conditions of the particular period. 
Past expansion periods show that this rise may be from 3 to 20 
per cent of the cycle-average in extent. 

Unskilled wage rates are more flexible than skilled, both in 
timing and in amplitude, beginning to fall in the country as a 
whole within five to ten months of the date of general business 
recession, and falling by from 3 to 30 per cent, according to the 
intensity of the business contraction. Recovery in unskilled wage 
rates tends to lag somewhat behind business change, although 
this lag is less than at recession. Amplitudes of movement in 
expansion are slightly greater than those in skilled rates, being 
from 4 to 28 per cent of the cycle-average in the cycles studied.’ 

The average timing of the wholesale and retail series does not 
seem definite. These averages show some tendency for building 
materials at wholesale to lead in recession by four months, while 
retail prices of building materials indicate a lag of a month and a 
half. Data for individual cycles, however, indicate wide move- 
ments on either side of these averages. Differences in amplitude 
appear to be dependent mainly upon the length of the period of 
contraction or expansion, retail price changes being relatively 
small during a mild movement, but reaching an intensity approxi- 
mately equal to that of wholesale prices when the movement is 
prolonged. In each of the relatively mild contractions studied, 
for example, wholesale prices of building materials fell by approxi- 
mately 15 per cent, and retail prices by from 6 to 12 per cent. The 
wholesale price fall in 1921 was 65 per cent of the cycle-average, 
being practically twice that of the fall in the recent contraction. 
Retail prices lag behind wholesale in expansion by about four 

? The National Federation of Construction Industries estimates that 13 per cent 


of the total labor cost is composed of unskilled labor, the remainder being skilled or 
semiskilled. 
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months and fluctuate by from zero to 3 per cent during a mild 
expansion, as compared with 6 per cent in the instance of whole- 
sale prices. In a more pronounced expansion of prices, wholesale 
and retail prices are more closely in sympathy. 

Lumber prices are very sensitive to changes in general business, 
the timing of movements preceding or generally closely following 
cyclical turnings. Amplitudes of fluctuations of lumber prices, 
also, are the greatest of those of building materials, averaging 
probably 60 per cent more than movements in building materials 
prices as a whole. Paint and paint-materials prices have move- 
ments similar to those of lumber prices, except that these average 
probably 20 to 30 per cent more than prices of building materials 
as a whole. The price of steel appears during the period studied 
to have been characterized by exceptional mow ents; under 
“normal” conditions in the iron and steel industry it would appear 
that steel prices may be expected to move slightly less than the 
average of building materials prices, although lags behind general 
business will be non-existent or will be slight. Cement prices 
appear to behave much like prices of brick and tile, with ampli- 
tudes which are not great, compared with those of other building- 
materials prices. But the timing of cement prices shows a tend- 
ency towards lags of several months, especially at revival, and 
that of brick and tile prices shows a tendency to a small 
and indefinite lead over general business. Plumbing and heat- 
ing prices lag behind business movements by an average of six 
months for the two recession points observed, while the single 
revival point showed a lag of two months; the amplitudes of this 
group of prices appear to be near the average for building ma- 
terials during mild movements, with relatively wider fluctuations 
in more severe business changes. The miscellaneous group of 
materials also appear to be characterized by relative stickiness, 
lagging slightly at recession and by an average of four months at 
revival, amplitudes fluctuating between the limits of the more 
flexible and less flexible materials. 

Where the program of building is extensive, it may be assumed 
that wholesale price movements are a fair index of the cost of the 
materials to the builder or the financier. Purchases at retail either 
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will be made upon the basis of a constant percentage added to 
laid-down wholesale cost, to cover the retailer’s cost of servicing 
and his profit; or competitive bidding by retailers will result in 
quotations closely related to wholesale prices. 

If public works are not instituted until the contraction has been 
in process for a period of eighteen or twenty-four months, it 
appears that substantial amounts may be “‘saved”’ in the cost of 
their construction. At the end of such a period it appears that a 
general disruption in prices occurs. Labor costs, especially, break 
from formerly stable conditions. Skilled labor costs for the 
United States as a whole fell 33 per cent during the past contrac- 
tion period, this decline taking place almost entirely in the ten 
months between the twenty-fourth and thirty-fifth months of 
business contraction. During almost the same period unskilled 
wages fell by 29 per cent of the cycle-average. These movements 
appear to have reached minimum “floors” at this stage of contrac- 
tion, since they continued comparatively stable or increased dur- 
ing the remaining eleven months of general contraction. 

During the period following the first eighteen or twenty-four 
months of a severe contraction, as in 1929-33, most of the building 
materials series appear to continue at approximately the same 
rate of decline that has been in process previously. An exception 
here appears to be the price of brick and tile, which is relatively 
sticky during the earlier months, and which later tumbles into a 
fall which tends to catch up with the declines in prices of other 
materials. The price of cement, however, appears to reach its 
“floor” comparatively early, and is hardly likely to fall by an 
appreciable amount during this period. The movements in the 
price of structural steel are indefinite during the second period, 
appearing to depend upon the condition of the iron and steel 
industry at the particular time of observation. Lumber and paints 
provide the most attractive field for saving during the early 
months of contraction, the other materials following these. 

Although only one example of a prolonged contraction period 
has been studied, it should be noted that for that period prac- 
tically all of the building materials prices led at business revival, 
the building materials index preceding the general revival of 
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March, 1933, by seven months. As in the case of labor costs, 
therefore, it might appear that in a contraction resembling the 
most recent, the saving in materials which may be effected by 
postponing building construction ends at about three-quarters 
of the distance from recession to revival in general business. It is 
more probable, however, that the dominant factor here is the 
nature of basic conditions in business, which conditions had be- 
come relatively balanced in the summer of 1932, business re- 
covery having been postponed unduly after that date. 

Postponing the construction of public works during business | 
contraction will probably on the whole result in decreasing costs, 
at least until revival in general business. Falling costs may con- 
tinue for as long as six months after business revival. Cement, 
skilled labor, miscellaneous materials, unskilled labor, and struc- 
tural steel are among the groups whose prices move comparatively 
slowly, their relative stickiness being in the order mentioned. 
Lumber, paints, and brick and tile are more sensitive than these at 
revival, although less than at recession, their movements varying 
from a lead of five months to a lag of four months. In post-recov- 
ery expenditure, therefore, members of the more flexible group 
should be purchased as early as possible, minimum prices over the 
cycle frequently being obtainable even up to the fifth month of 
business expansion. Minimum prices in all building materials 
are reached generally within ten months from the date of revival 
in business, although increases in cement prices may be further 
delayed. Unskilled labor costs may precede business recovery, or 
may follow by as much as eight months. Skilled labor minimum 
prices will be reached at least within the first year of recovery. 

The extent of price increases from trough to succeeding peak 
of expansion, relative to falls to the trough from the preceding 
peak, will depend upon the secular movement in prices. Building 
materials prices as a whole indicate a decline in secular behavior 
in the post-war period, this decline being particularly evident in 
cement and brick and tile. Labor costs, on the other hand, show 
a secularly rising tendency, although this movement indicates 
some tendency toward abatement. 

It should be noted that amplitude-figures presented herein are 
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stated in terms of percentage-deviations from cycle-averages. 
This method of expression has been followed in order to allow 
comparison of movements in expansion and contraction and to 
provide a basis for estimating absolute amounts of change in cost. 
If movements are calculated on the basis of previous peaks or 
troughs, of course, greater percentage-savings will be found for 
expansion than for contraction. 

It is axiomatic that public announcement of long-run govern- 
ment policy in regard to dates for inaugurating public works 
would change the dates and extent of price changes and of possible 
government saving. Any decision as to such a policy should 
therefore, it would seem, be withheld from the public. Such 
artificial stimulation of prices might, however, be desirable. 

If public works are used to “fill up the hollows” or to “prime 
the pump of industry” during a mild contraction in business, it 
seems that comparatively little will be saved in cost, except in 
lumber and paints. It is only in the more extensive business 
movements that substantial cost saving can be counted as an 
argument supporting the postponement of public works until 
contractions in business have occurred. 

W. D. ConkKLIN 


ToRONTO, ONTARIO 
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German Monetary Theory, 1905-1933. By Howarp S. Exuis. Harvard 
Economic Studies, Vol. XLIV. Cambridge: Harvard University 
Press, 1934. Pp. xv-+462. $5.00. 

Professor Howard S. Ellis, of the University of Michigan, here 
presents us with an excellent survey of “German Monetary Theory, 
1905-1933.” The self-sufficiency and “originality” of monetary the- 
orists, so far as it has been due to their linguistic disability, will now 
be inexcusable since Ellis’ capacious work has become available. The 
value of a book is not necessarily proportional to the labor invested in 
its writing. Still, it is only fair to give some indication of the labor 
undergone by the author. He lists in his bibliography more than four 
hundred items, to which he has given thoroughgoing and careful study. 
Books which he had merely skimmed through for cursory orientation 
are not included in the bibliography. The conscientiousness of Ellis’ 
work is admirable. In dealing with writings which seem to deserve his 
attention he by no means confines himself to presenting a synopsis of 
the work under consideration; he goes on to find out what is or may be 
implied in the author’s reasoning; what is inconsistent with different 
parts of the same work or with different works of the same author; 
what other German writers have commented upon it; what Anglo- 
American writers have said about the issues it raises, whether in com- 
ment or independently; and he finally arrives at criticisms, appraisals, 
amendments, and conclusions. 

The organization of the work is different from that of the ordinary 
book on economic doctrines. Ellis does not pass the German authors 
in review, one after the other; he does not deal with them in chrono- 
logical order, nor in any classification by schools or groups; his leading 
and decisive principle of organization is that of a systematic analysis 
of the main problems of monetary theory. The book is therefore, not 
designed to answer questions like “What theories were advanced by 
Herr X?” but rather to answer questions like “How was this or that 
problem set, handled, or solved by German theory?” The history of 
economic doctrines should emphasize theories more than theorists. 
Ellis’ book does this and more too. The discussion of German theory 
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is but a method of arriving, by way of exposition, comparison, critique, 
selection, and constructive analysis, at a well-proportioned synthesis. 
By these properties, Ellis’ book becomes notable not only as a history 
of monetary theory but as monetary theory on its own account. There 
are chapters, such as those on cash balances and velocity, which give 
a much better analysis of the problems involved than could be found 
in any of the current textbooks or treatises on money and banking. 

Part I of the book deals with “The Nature of Money and its Value,” 
i.e., the philosophy and metaphysics of money. There is a vast German 
literature which consists of philosophical speculation about the “na- 
ture” and the “logic” and the “origin” and the “end” of money. If the 
author, after having toiled through all that stuff, could not restrain 
himself from indulging more than is necessary in meditations about 
“Nominalism and Metallism,” one must forgive him. 

In Part II he discusses “The Determination of Price Levels.” He 
contrasts two approaches to the quantity theory of money: the 
“transactions approach” which considers money transactions per- 
formed within a period of time; and the “cash-balance approach” 
which considers money balances maintained at a given point of time. 
Contrary to American literature, European writings show a distinct 
preference for the cash-balance viewpoint. Ellis expounds the ad- 
vantages and disadvantages of the two approaches. “The cash balance 
formula has the superiority of revealing the subjective basis of purchas- 
ing power, of removing velocity from the realm of pure number, and of 
bringing it into relation with individual volition” (p. 200). But Ellis 
shows that the two devices, “when correctly apprehended,” are alto- 
gether compatible. The “correct apprehension” includes, however, 
an amendment, offered by Ellis himself, of the approaches as they are 
found in German or Anglo-American literature. The amendment con- 
sists in a good working hypothesis regarding the size of the balances 
held by the individual. It helps to overcome a good many difficulties 
of velocity theory. In this connection it is interesting, and as far as I 
can see, fully to the point, that Ellis denies any heuristic value to the 
concept of circuit velocity. He even proposes “its elimination from 
scientific discourse.” 

Part III is concerned with “Price Levels and Foreign Exchange 
under Inflation.” For a number of years, namely during Germany’s 
war and post-war inflation, the attention of German writers was de- 
voted almost exclusively to the problem of inflation. Extensive and 
“excited pamphleteering” increased the output in monetary theory. 
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Ellis now leads the reader through that abundant literature, with its 
controversies about purchasing-power parity and balance of payments. 
Two flaws disturb the clarity of Ellis’ exposition in these chapters. 
There is, first, a confusing use of the concept of an “unfavorable bal- 
ance of payment”’ without due regard to the various meanings which 
it may have. In one paragraph Ellis explains what is meant, but in 
several other places of Part III he unfortunately uses the concept in a 
different sense. [A proposal for “elimination from scientific discourse” 
of this ambiguous concept would be highly appropriate.] There is, 
secondly, the repeated proposition that “exchange depreciation caused 
further inflation.” Ellis admits that this proposition “runs counter to 
accepted notions of causation.” As he points out, the statement “‘in- 
flation causes depreciation” is reversible only if two different meanings 
of “economic causation”’ are used indiscriminately (p. 223 and p. 294). 
Since Ellis is so well aware of this fact, why does he, in other places, 
talk without warning about the questionable causation? In his en- 
deavor to do justice to both parties in the controversy he lost, I think, 
some of his sense of proportion. The purchasing-power parity theorists, 
of course, overstated their case of unilateral causation (inflation-prices- 
exchange rates). But it was necessary to do so at a time when the 
monetary authorities tried to deny any responsibility for the deprecia- 
tion by maintaining that the intense “need” for imported goods and 
the misbehavior of wicked sreculators were to be blamed. The conces- 
sion that, under dislocated currencies, certain shifts in the relative 
intensity of the demand for the other countries’ goods may bring 
about a (slight) change in foreign exchange rates was entirely out of 
place at a time when foreign exchanges were continuously rising to 
some fantastic multiple of their original level. To treat the two con- 
flicting theories as though they were equally right (and equally wrong) 
is to leave out of consideration the historic background of the issues. 

Part IV on “Business Cycles” is the last and the longest part of the 
work. The fact that the main works of Wicksell, Cassel, Schumpeter, 
Mises, and Hayek have been published in English translations—partly 
after the publication of Ellis’ book—does not reduce the value of the 
synopses presented by Ellis. He has studied the mentioned works with 
much greater care, and grasped their ideas more fully, than almost any 
other critic. Students of business cycle theory will be greatly assisted 
in their reading and understanding of these writings if they consult 
Ellis as a commentator. Readers of Hayek will appreciate having a 
good tutor for their complicated study. Like any good tutor, Ellis 
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raises several points of criticism, but his criticism is always sensible and 
never hostile. This is acknowledged by the writer of this review even 
concerning the criticisms of his own writings. 

To repeat, Ellis’ book is an excellent piece of work. It excites the 
appetite for more books of this kind and quality. How about a work 


on Italian theory? 
Fritz MAcHLUP 


Harvard University 


The Banking Situation. American Post-War Problems and Develop- 
ments. By H. PARKER WILLIs and JoHN M. CHAPMAN. New York: 
Columbia University Press, 1934. Pp. xxvi+924. $5.00. 

This imposing volume is the work of not only Willis and Chapman 
but also twelve others: John G. Becker, Jules I. Bogen, Schroeder 
Boulton, William A. Day, F. W. Jones, J. A. Griswold, V. D. Kaza- 
kévich, A. Wilfred May, N. Gilbert Riddle, Louis Shere, Eli Tash, and 
Caroline Whitney. The majority of the collaborators were, during 
1932-33, members of the banking seminar at Columbia. Naturally the 
influence of Willis is evident in many chapters of this comprehensive 
study. The authors have drawn heavily upon banking statistics com- 
piled in the banking survey of 1925-26 and the investigations of com- 
mittees acting under the auspices of the Federal Reserve Board and 
the United States Senate. The topics covered are extensive, ranging 
from a discussion of the process by which the crisis in American bank- 
ing developed to the structure and control of our banking system, bank 
portfolios, central banking, and the relationship between public finance 
and banking. Hardly any phase of banking during the past decade 
is left unexplored. Numerous tables, charts, and statistical material 
make this monumental study, from the standpoint of its factual con- 
tent, one of the most valuable which has ever appeared in this country. 

In the sections for which Willis and Chapman were responsible there 
is little that has not already been mace available through their previous 
writings. There is a remarkable degree of even, but high, quality in 
the contributions of the others. It was the task of Professor Willis, be- 
sides writing over one-third of the volume himself, to draw general con- 
clusions and to co-ordinate the work as a whole. Thijs he has done in a 
non-statistical, somewhat verbose, but interesting manner. 

If the conclusions of several of the various authors are correct, the 
Federal Reserve System has been a dismal failure. Only for a short 
period did it perform its functions according to the aims of its founders. 
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It showed itself to be weak and unsuccessful “‘in its efforts to control 
dangerous tendencies, denied or minimized for a decade after the close 
of the World War.” The major occupation of the system soon came 
to be the financing of speculation; it disregarded the principle of 
liquidity, and “today it stands as a menace rather than as an assistance 
to the banks of the country” (pp. 116-17). In recent banking litera- 
ture it is difficult to find a more scathing indictment of a nation’s bank- 
ing system than is contained in certain of Willis’ chapters. Informed 
observers were aware, according to him, that the banking system must 
ultimately collapse. In fact, the policies of the Federal Reserve System 
and of individual banks, in departing from sound commercial banking 
practices, made collapse inevitable. Amendments to the original Fed- 
eral Reserve Act contributed, in many cases, to the debacle. 

The reserve system has continued under the dominance of the 
Treasury during the depression. According to Willis, it mistakenly lent 
itself to unsound methods of endeavoring to cure the depression. 
Cheap money had no curative effect, and the chief result of the buying 
of government securities in large amounts during 1932 and 1933 was 
to freeze the assets of the Federal Reserve banks into a solidified mass. 
In addition, the member banks have been loaded up with government 
securities to a point which has practically destroyed their value as 
commercial banking institutions. Finally, little of the banking legisla- 
tion passed during the past two years has been of great benefit. As a 
matter of fact, much of it has been of a decidedly weakening character. 
The situation has gone from bad to worse and “there is need for com- 
plete rectification and reconstruction, even of the very foundation 
upon which the present-day banking system of the United States rests”’ 
(p. 4). 

Some of the collaborators, however, do not join in the chorus of de- 
nunciation, but hold strictly to their tasks of analyzing particular 
aspects of the banking system. Kasakévich, Chapman, Bogen, May, 
and Becker set a high standard in this respect. The keynote of chapter 
xxx on “Discount Policy” by Caroline Whitney is found in the first 
sentence, ‘““The discount policy of the Federal Reserve banks has been 
characterized by vacillation and uncertainty of purpose” (p. 690). 
Much of a high critical nature is also found in Part VI on “Public 
Finance and Banking” by Louis Shere. 

The final section by Professor Willis on “Some Conclusions” con- 
tends that the banks are still suffering from asset deterioration and are 
being slowly “frozen” to death as a result of the government’s policy 
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of forcing its bonds and short-term notes upon them. Since the govern- 
ment has become a stockholder in 5,000 banks, there is danger that 
these banks may ultimately pass under government management. The 
Federal Reserve System itself has become “frozen” and the transfer 
of central banking powers to the Treasury has weakened the reserve 
system further. The Banking Act of 1933 does not go far enough and 
“complete reorganization of the banking laws is needed.”’ The exact 
means by which this “complete reorganization” is to be effected are 
not presented in the detail which might have been expected after the 
attacks which Professor Willis has so continuously launched against 
the efforts of others who are probably as anxious as he is to secure a 
good banking system. 

Can it be that everything pertaining to American banking is in the 
desperate state portrayed so vividly by Professor Willis? The reviewer 
cannot accept such a conclusion of hopelessness. Does Professor Willis 
really believe that those who hold different views on monetary and 
banking theories are deliberately endeavoring to bring the country to 
disaster? If he does, he must realize that the force of his criticisms will 
be lessened greatly. It is impossible to get the government bonds out 
of the banks at once. What would be the result if we tried? Is it more 
disastrous for the banks to hold government bonds than other types 
of bonds? If so, why? Where else could banks have invested safely? 
Have not other authorities, as eminent as Professor Willis, argued 


that an expansion of bank credit based on government bonds was a 
desirable manner of endeavoring to institute recovery? 
CuHaRLEs S. TIPPETTS 


University of Pittsburgh 


John Law: CEuvres complétes. Edited by Paut Harsin. Paris: Recueil 

Sirey, 1934. 3 volumes. Pp. lxxxviii+-222; 328; 431. 

There is probably no figure of any importance in the history of eco- 
nomic thought whose written work has been so imperfectly known as 
John Law’s. Convinced as he was of the great value of his plans for 
financial and fiscal reform, Law devoted himself with extraordinary 
single-mindedness to the task of persuading the French government 
to put these plans into practice. He was passionately interested in 
proving that they would have the beneficial results he predicted. Un- 
der the absolute monarchy of Louis XIV and the Regent who succeeded 
him, no practical purpose was served by attempting to persuade even 
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the small circle of the nobility and upper bourgeoisie who read of the 
value of a new national policy; it was enough if one could get the sup- 
port of the very few men who governed. This could be done more 
quickly by written memoranda and treatises than by books or printed 
pamphlets. As a result, Law published almost none of the vigorous 
and often lengthy works which flowed from his pen during the years 
between 1706 and 1720, when he was engaged in his campaign to get 
the French Crown to adopt and extend his celebrated “system,” 
and during the succeeding five years, when he set out to prove that the 
abandonment of that system had been a mistake. As Montesquieu 
wrote of him, he was “plus amoureux de ces idées que de son argent.” 
At his death the only works he left in print were his well-known 
Money and Trade Considered, which he had published in 1705, before 
his campaign on the Continent became persistent, and three short but 
important documents which appeared in 1720, in the Mercure de France 
and in a pamphlet printed in London under the title The Present State 
of the French Revenues and Trade and of the Controversy betwixt the 
Parliament of Paris and M. Law. 

During the two centuries since Law’s death, a number of scholars 
have searched for the bulk of his written work. But until the appear- 
ance last year of Professor Paul Harsin’s book our knowledge of his 
writings remained both fragmentary and inexact. Since the first able 
attempt by de Senovert in 1790 to publish a collected edition, a num- 
ber of new documents have been discovered and printed, notably by 
Levasseur, D. Perrero, G. Prato, and K. F. Mann. These new docu- 
ments, available only in scattered publications, needed to be incor- 
porated with the earlier collected works edited by de Senovert and 
later, in 1843, by Eugene Daire, and all Law’s writings needed to be 
re-examined and corrected. 

Professor Harsin has performed this labor of collection and revision 
with great skill. He has never been content to accept the printed ver- 
sion of a work of Law’s, but has combed the archives of Europe for 
manuscripts, and has given us new texts based in some cases on the col- 
lation of as many as eight separate manuscript versions with the 
earlier published versions. He has replaced the old, inadequate French 
translation of Money and Trade Considered by a new one, printed on 
alternate pages opposite the original English text. His researches have 
enabled him to reject several attributions, and to supply the correct 
dates for most of Law’s works. For example, he has been able to show 
that the Mémoire sur l’usage des monnaies, first printed by Forbonnais 
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in 1757, and hitherto always assigned to 1715 or later, was certainly 
written in 1706 and probably presented to the French government in 
1707. 

But M. Harsin’s contribution to our knowledge of Law’s writings 
only begins with the collection and revision of already printed ma- 
terial. He has discovered, and printed for the first time, eighteen new 
works by Law. As the total number of documents in the volumes is 
thirty-nine, and as one of them, Law’s Mémoire for the Duc de Bourbon 
of October 15, 1724, though printed before, is now published for the 
first time in full, it will be seen that the editor’s additions are almost as 
copious as all the previously known writings of Law combined. 

Several of the new documents are of great importance. M. Harsin 
has apparently found in the Mémoire pour prover qu’une nouvelle espéce 
de monnaie peut étre meilleure que l’or et l’argent, the missing document 
which Law spoke of presenting to Michel Chamillart, who as Minister 
of War and Controller-General was at his wit’s end to find money for 
financing the War of the Spanish Succession. He has also unearthed, 
from the Biblioth¢que municipale in Chartres, the copy of an elaborate 
treatise on the Restablissement du commerce, more than twice as long 
as Money and Trade Considered. Law wrote it in 1715, and presented 
this copy some years later to no less a personage than Montesquieu 
himself. Space does not permit our mentioning more than two of M. 
Harsin’s other discoveries, the Mémoire sur le Denier royal, written in 
1719 for the Regent, proposing a complete reorganization of the 
methods of taxation; and the long history of Law’s system, the His- 
toire des finances pendant la Régence, the only work included in these 
volumes about whose authorship M. Harsin feels some slight uncer- 
tainty. 

In his valuable critical introduction, the editor modestly disclaims 
finality for his work. No scholar who has found so many new manu- 
scripts by Law, could feel confident that he has found everything that 
Law wrote. But with these three finely printed volumes before him, 
the reader is bound to think that here at last we have what is essential. 
All earlier collections of Law’s writings have been rendered obsolete, 
and the foundations have been laid for a fresh examination of his 
place in the history of economic thought, and a fresh interpretation 
of the significance for economic history of his relations with the French 
government. 

The new documents are likely to increase Law’s reputation. They 
not only amplify and explain the views on money, credit, and banking 
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which have already brought him fame, and prove how fervently he 
believed the expansion of credit was the fundamental means of ob- 
taining national economic well-being; they show that he also worked 
out interesting and to some extent novel theories concerning the prin- 
ciples of government regulation of trade and the principles of public 
finance. In his Restablissement du commerce, he undertook an elaborate 
comparison of the commerce and the economic position of France, 
England, and Holland, and reached the conclusion that, while the 
interest of the private trader and that of the State were identical in 
the case of Holland, there was a conflict between these interests in the 
case of countries like France and England with rich and varied natu- 
ral resources of their own. In his Mémoire sur le Denier royal, he pro- 
posed to sweep away at a stroke all those impositions—the Jailles, 
the capitation, the gabelles, the aides and the custom duties—which 
were targets of the Revolution, and to replace them by a single tax on 
landed property. 

There is something at once stimulating and incongruous in the spec- 
tacle of this extremely advanced Scottish financial authority dashing 
off cogent memoranda and long treatises in a language not his own in 
his efforts to induce the most conservative national government in 
Europe to adopt economic policies far more modern than any then 
practiced in Holland or Great Britain. It is hardly surprising that 
Samuel Bernard, the banker, should have doubted his success “in a 
country where everything depends on the King’s pleasure” (I, xxxvi). 
John Law’s attempt to use royal absolutism as an instrument for carry- 
ing his theories into practice represented a remarkable effort to recon- 
cile modern capitalism and medieval authoritarianism. In an age like 
our own when a similar attempt is being made in a different form and 
under different conditions, the meaning and the results of John Law’s 
effort provide the historian with a fine opportunity to demonstrate the 
relations between economic history and modern problems. 

Joun U. NEF 
University of Chicago 


Papers on Public Credit, Commerce and Finance by Alexander Hamilton. 
Edited by Samuet McKesr, Jr.; with a foreword by ELmmu Root. 
New York: Columbia University Press, 1934. Pp. xxviii+303. 
$3.00. 

Students of economic history are indebted to the gentlemen re- 
sponsible for the issuance of this volume—who include President 
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Butler of Columbia University—for making available within two 
covers those important state papers of Hamilton: the first and second 
reports on the public credit, the report on a national bank, Hamilton’s 
letter to Washington on the constitutionality of the latter institution, 
and the famous report on manufactures. These are the most important 
documents of this sort from Hamilton’s pen, and, as Mr. Root states, 
they have not been generally accessible in convenient form. 

These same students of economic history may, however, question 
the validity of the thought which seems to have brought about this 
publication. They would not belittle the genius of Hamilton, nor 
minimize his contributions to the solution of the pressing and difficult 
problems of his day. Yet they would perhaps doubt the correctness 
of the inference conveyed by the issuance of this volume that these 
state papers are in any major degree texts for the solution of our com- 
plicated present-day perplexities; that the principles which they 
enunciate “are the guide by which our nation has become great and 
respected” (Mr. Root); that in perusing these documents, one is 
“constantly struck by the presence of universal enduring principles” 
(Mr. McKee); or that, in President Butler’s phraseology, public men 
“in this and every other land” should read these reports, because of 
the identity or similarity of ‘problems which in Hamilton’s times were 
inter-colonial but which are now, in like terms, international.’ Un- 
doubtedly Hamilton’s ringing phrases and telling arguments in support 
of a firm national credit are worth recalling; one might note Hamilton’s 
passing remarks in favor of a bank not “liable to being too much in- 
fluenced by public necessity”; and one could again bring to mind that, 
strictly speaking, Hamilton did not recommend a protective tariff—a 
feature which perhaps the godfathers of this reprinting would not 
stress! The greater part of these early documents is, however, of most 
value to the student interested primarily in the first, critical years 
under the new Constitution. As such, their republication in convenient 


form will render an enduring service. 
ARTHUR H. CoLe 


Harvard University 


German Business Cycles, 1924-1933. By Cart T. Scummpt. New York: 
National Bureau of Economic Research, Inc., 1934. Pp. xix+ 283. 
$2.50. 

This is a careful and scholarly study—so much so that it should ap- 

propriately bear the sub-title “An Exercise in Reference Cycles’ —a 
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work, however, lacking to a considerable extent the charm of vividness 
and the comforting imprint of finger-tip mastery over the subject. 

The core of the book is to be found in Part ITI, an elaborate statis- 
tical analysis of selected time series along the lines of the reference cycle 
method developed in the National Bureau of Economic Research by 
Professor Wesley C. Mitchell. It is not proposed to enter here into the 
problems connected with this very interesting method, although Dr. 
Schmidt’s book is the first example of its application on a fairly exten- 
sive scale. The opinion may, however, be ventured that the work does 
not do full justice to the potentialities of the method, partly because 
non-cyclical influences seem to have exercised an extraordinarily large 
influence in post-war Germany, and partly because exceptional ability 
is required if a fall into pure descriptivism is to be avoided in applying 
the method. 

Dr. Schmidt is careful not to restrict his investigations to the years 
after inflation. In comparing pre-war and post-war cycles it is found 
that the post-war cycles depart from average experience in the short- 
ness of the first (1924-26) and the length of the second (1926-32) cycle, 
and that they are characterized by wider cyclical swings in most series. 
The reference dates for pre-war and post-war cycles are regarded as 
adequately representative on the basis of the grouping of the turning 
points in the series investigated. On the other hand, the series relating 
to currency, credit, and capital, have shown little consistency with re- 
spect to cyclical behavior during post-war cycles—a result, one is urged 
to add, of unusually far-reaching structural changes in these fields. 

The main shortcoming of Dr. Schmidt’s study seems to lie in the ap- 
parent lack of application of the tools of economic theory to the prob- 
lem in hand. Dr. Schmidt is careful to avoid any economic explanation 
of the sequence of events he describes and is, of course, forced to treat 
every series as more or less equivalent for his investigation. We are 
told, for instance, that iron and steel production agrees most closely of 
all industrial series with the reference pattern (p. 187), but are left in 
the dark whether this is purely a chance phenomenon and whether the 
production of potassium salts might not in principle serve as well as a 
general indicator. We are thus left without the benefits of any thread to 
guide us through a maze of facts and figures, and no basis is provided in 
the book for one of its final conclusions that “external factors... . 
manifested themselves in the cyclical pattern of Germany economy” 
but that “factors more intimately associated in origin with the econ- 
omy appear to have been predominant in shaping that pattern”—(p. 





404 BOOK REVIEWS 


274)—for how could a line be drawn between endogenous and exoge- 
nous factors but on the basis of some theory of the business cycle. 
This conclusion is, therefore, either a non-sequitur or a tacit admission 
of the fact that the reference cycle method alone is not sufficient for 
analysis of the type attempted in the book. 


R. W. GoLpscHMmiIptT 
Washington, D.C. 


Konjunkturteoretiska Problem. By JOHAN Axerman. Lund: C. W. K. 

Gleerup, 1934. Pp. 128. Kr. 4. 

Since 1928, when his dissertation, Concerning the Rhythms of Eco- 
nomic Life, appeared, Dr. Akerman has been busy defending and in- 
terpreting his theory of the inter-relationships of economic periods and 
his position that economics must recognize that “production takes 
time.”’ In keeping with what is thus becoming tradition, this volume 
is a restatement and refinement of earlier contentions, with the addi- 
tional examination of the mechanics of recovery. 

In place of “statics” and “dynamics,” Akerman proposes equilib- 
rium-economics and time-economics. Equilibrium-economics is con- 
cerned with given, non-variable (for a period) factors. Time-economics 
treats with actual change under time. The strength of equilibrium- 
economics rests in its established and logical construction of concepts, 
its weakness in its disregard of actuality; the strength of time-econom- 
ics in its contact with the empirical world, but its deficiency in non- 
conformity between concepts and quantitative categories. Hence these 
two methods, to deal satisfactorily with conjunctures, must render 
reciprocal service. 

As is disclosed later, Akerman is impatient with the statistical 
variety of economics familiarized by the Harvard school. In a pro- 
gressive economy, seasonal, conjunctural, and secular periods are 
interdependent, an element which mathematical analysis has dis- 
regarded. Capital formation, basic to the progressive economy, takes 
time. During the seasonal period no definite measure may be had 
of capital return, and hence no basis on which to rest judgment of 
future commitments; in the conjunctural period, the loan rate and the 
natural rate have no tendency to agree, so that the return is under- 
estimated; it is only during the secular period that there is conformity 
of the rates. It is “the lengthened production process” which con- 
tributes to the “tension” between the expected and the realized rate, 
and the longer the process, the greater the “tension.” 
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Credit bridges the time-spans of the production process, and is itself 
based on lenders’ anticipations of capital return, filling thus a psycho- 
logical position because of subjectivity involved. Its position becomes 
more and more objectified, however, as seasons become a year, and as 
years become longer periods, but the seasonal demand can never be 
separated from the conjunctural, wherefore the seasonal movement 
becomes “an active element in certain phases of the conjuncture.” 

Akerman spends a lengthy chapter on Hayek’s theory of the cycle. 
There is a striking similarity between the two: They both misunder- 
stand the relationship between time and productivity. In this chapter 
Akerman also questions the effectiveness of a “fixation” of the velocity 
of money. A final chapter deals with quantitative methodology. 

Ernst W. SWANSON 
Drake University 


Debt and Production: The Operating Characteristics of our Industrial 
Economy. By Bassett Jones. New York: The John Day Co., Inc., 
1933. Pp. xi+147. $2.50. 

This is another of the now common attempts to reconstruct eco- 
nomics from the ground up. And like so many of its predecessors its 
achievements are inversely proportional to its claims. It is difficult 
to determine whether Mr. Jones wishes to make economics mathe- 


matical or statistical; the two are certainly quite distinct. But it is 
obvious that he is quite unaware of his predecessors or contemporaries 
in reconstruction. In so far as he wishes to make economics “quanti- 
tative,” he ought certainly to be aware that in a real sense traditional 
economics has always been “quantitative.” In so far as he wishes to 
make it mathematical, he would profit by a knowledge of the long and 
distinguished line of economists from Cournot on who tried to do pre- 
cisely what he applauds. Moreover an acquaintance with any of 
them might have saved him from the extremely naive belief that the 
mere substitution of W for wages, E for employment and Q for pro- 
duction, adds any precision to the discussion. 

Mr. Jones may also claim that his insistence on symbolic formula- 
tion is incidental to his endeavor to substitute “statistical laws” for 
the traditional economic principles. But here again we are led to 
expect much and are given little indeed. No new material is provided, 
no new statistical techniques developed. Instead we are exposed to 
some extremely naive remarks about scientific method and such il- 
logical assertions as that, since engineers designed the industrial equip- 





406 BOOK REVIEWS 


ment, they are the proper persons to know why it does not work! 
Economics has never pretended to deal with technique as such, and 
engineers might well emulate this modesty. It should be obvious that 
however important technique may be for society, the breakdown of the 
economic system which characterizes a depression is in no sense a 
“physical” break-down. Engineers might at least try to understand 
the relevance of such simple things as monopolies and price-cost- 
relationships—which Mr. Jones designates as “mere words.” 

The positive part of this book is an exercise in “curve-fitting.” 
Curiously enough Mr. Jones objects to the results of two of our chief 
statisticians because the curves they “fit” are not the same and hence 
quite “arbitrary.” His own curves (of the compound-interest type) 
fitted to some very inadequate data of production (Q) and to debt 
(terms which are nowhere defined) are apparently not arbitrary. 
Surely Mr. Jones is aware of the elementary proposition that an in- 
finite number of curves can be fitted with any degree of accuracy to 
any set of points. Nor should he abandon so lightly the criterion, 
(for a curve with a given number of parameters), of “goodness-of-fit,” 
the only “objective” standard we now have. 

Is it necessary to add that the main conclusion that the increase in 
debt should be proportional to the increase in production (Q) has 
nothing to do with the statistical manipulation? 

AARON DIRECTOR 
Washington, D.C. 


Economic and Social Investigations in Manchester, 18 33-1933: A Cen- 
tenary History of the Manchester Statistical Society. By T. S. Asu- 
Ton. London: P. S. King & Son, Ltd., 1934. Pp. xii+179. 5s. 

If anyone doubts that Manchester is more than the Manchester 
School, let him read this slim volume in which Mr. Ashton has reviewed 
the intellectual history of the Manchester Statistical Society. These 
pages bear witness to the will to reform, the practical good sense, the 
intellectual vitality, which characterize the Manchester tradition of 
responsible citizenship. 

The Manchester Statistical Society came into being in 1833, a 
momentous time in the history of the city. The papers read before it, 
the investigations it has sponsored, the list of members, suggest the 
variety and vigor of the era which future historians may refer to as 
Manchester’s great century. The reports and papers listed in Appen- 
dix C bring the panorama of history vividly into view. Here are the 
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names of distinguished men—James and Benjamin Haywood, Samuel 
and W. R. Gregg, William Langton, Dr. James Kay-Shuttleworth. 
Among the economists are Jevons, Flux, Chapman, Clay. The titles of 
the papers reflect the currents of social and economic interest over a 
century. 

The early papers dealt chiefly with the life of the working popula- 
tion—public health, education, housing, living conditions of the 
navvies. Later the emphasis shifted to co-operation and land reform. 
In the nineties, one of the members, following the lead given by Charles 
Booth, presented the results of an investigation into conditions of life 
in two working-class districts of Manchester and Salford. At the turn 
of the century interest centered in workman’s compensation and the 
problems of physical and mental defect. From 1909 to 1912 papers 
were read on the relief of unemployment, the organization of the labor 
market, and the reform of the Poor Law. In the post-war period 
Professor Jewkes brought before the society the results of his studies 
of juvenile unemployment and unemployment and the mobility of 
labor. 

Side by side with these essays dealing with topics of social reform, 
are valuable papers dealing with the issues of economic policy vital to 
Manchester—free trade, banking policy, laissez faire, the condition 
of the cotton industry, the growth and distribution of population. 
Three papers, at least, were of importance in the development of eco- 
nomic theory. William Langton, in 1857, presented a paper entitled 
“Observations on a Table Showing the Balance of Account between 
the Mercantile Public and the Bank of England.” Though this is not 
the first expression of the idea of the business cycle, Jevons is authority 
for the statement that Langton “independently remarked the existence 
of a decennial cycle.” In 1867 John Mills read his paper “On Credit 
Cycles and the Origin of Commercial Panics.” Of equal importance 
was Jevons’ paper in 1874 on “The Progress of the Mathematical 
Theory of Political Economy, with an Explanation of the Principles 
of the Theory,” written upon the occasion of the publication of Leon 
Walras’ celebrated work. Through the years are papers on population 
statistics and statistical method. The most scholarly contributions in 
recent years have come from the pen of Professor G. W. Daniels, “The 
Effect of the Napoleonic War on the Cotton Trade,” and “The Cotton 
Trade at the Close of the Napoleonic War.” 

Mr. Ashton’s book is all too brief to do justice to the wealth of ma- 
terial in the archives of the Manchester Statistical Society, but it 
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serves to suggest source material of the highest importance to the social 
and economic historian, material the more valuable because much of 
it came, not from professional scholars, but from business men, bank- 
ers, civil servants, clergymen—thoughtful and intelligent men whose 
observations and opinions carried weight in their own day, and threw 
light on their problems as they do, also, on ours. 

Since the days of the founders, the responsibility for statistical 
investigations has been passed on to larger and more permanent insti- 
tutions; social and economic problems are discussed everywhere. Yet 
a unique function remains to the Society in helping Lancashire to a 
knowledge of herself through the patient and penetrating study of the 


deeper currents of her social life. 
HELEN FISHER HoHMAN 


Evanston, Illinois 


Wages in Eighteenth Century England. By E.izABETH W. GILBoy. 
Cambridge: Harvard University Press, 1934. Pp. xxix+297. $3.50. 
This book was begun as a doctoral thesis under Professor Gay, and 

was slowly expanded during succeeding years. The author spent two 

years in England collecting data with endless care and patience. Her 
acknowledgments show a wide acquaintance among English and 

American scholars in her field and tireless industry in the collection of 

unpublished material. Her Introduction is of unusual interest. It 

shows that Mrs. Gilboy has worked as a veritable detective; that her 
zeal as an explorer has never been deadened by what she herself calls 

“the inevitable drudgery of historical research.” 

It is a pity that Mrs. Gilboy gives no bibliography of her printed 
sources. It is clear that she has read widely and well and that she has 
consulted both modern books and contemporary works and pamphlets. 
This is proved abundantly by her allusions and by her copious foot- 
notes. But a bibliography would be a great convenience to the many 
scholars who will wish to make use of the rich material presented in 
her book. 

Dr. Gilboy proves the need of exhaustive research into the records 
of counties, parishes, cathedrals, and private estates by showing how 
woefully inadequate and even erroneous were the comparatively super- 
ficial investigations of the eighteenth century, and how frequently con- 
temporary writers were inspired only by the prejudices of their time 
and described what the condition of the laborer ought to be rather than 
what it actually was. Her criticisms of well-known writers, such as 
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Arthur Young and Thorold Rogers, are justly measured and inspire 
confidence. 

The author believes in a thorough use of the statistical method, in 
so far as the fragmentary data available permit. She chooses three 
important districts for comparison, and displays a fine sense of the 
possibility of showing both differences and similarities. This combina- 
tion of a sound sense of proportion with an instinct for the dramatic 
helps wonderfully to give life and meaning to the mass of technical de- 
tails and statistics which Mrs. Gilboy presents to the reader. She com- 
pares the metropolitan district of London, combining industry and 
commerce, and offering great possibilities for the social rise of the indi- 
vidual, with the backward and relatively isolated west; and these with 
the north where both industry and agriculture grow in a spirit of 
progress that is in sharp contrast with that of the west, and yet is 
markedly different from that of the London area. Dr. Gilboy shows 
real ability as a writer and the reviewer regrets that the demands of 
scientific research have not permitted her to develop her literary skill 
to its fullest extent. 

Mrs. Gilboy considers wages in relation to the prices of food, drink, 
lodging, and clothing. Even the amusements of the working classes are 
noted. Hence we get an illuminating picture of the real wages received 
and of the actual living conditions of the laborers. The author has 
never allowed herself to become hypnotized by the mass of figures 
which she has collected with such care, nor by the tables which she has 
prepared from them. She frequently devotes a short chapter to the 
explanation of some industrial or social problem raised by her investi- 
gations, and she does it well. An example of this is her discussion of 
the decline of the woollen industry in Somerset and adjacent counties 
in the face of competition from Yorkshire. She shows that the decline 
was very slow in most centers, and that it was due largely to causes 
that might have been overcome, such as the lack of adaptability and 
initiative on the part of the manufacturers, and to a scale of wages and 
standard of living so low that the workers were sunk in almost com- 
plete misery. 

Whatever the topic with which she deals the author remains on firm 
ground. She argues convincingly against the views of the Hammonds 
as too emotional and based on unsound data. “The dark view of the 
end of the century has as little general warrant as the eulogies of the 
beginning. Certainly ‘some’ laborers were dispossessed by enclosures, 
and exploited in the early factories. We cannot agree with the Ham- 
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monds, however, that these laborers were typical. Beside the picture 
of distressing conditions we place our data on the rising standard of 
living of the general unskilled labor of the north.” 
ARTHUR L. DuNHAM 
University of Michigan 


Population Theories and Their Application: with Special Reference to 
Japan. By E. F. Penrose. Stanford University: Food Research 
Institute, 1934. Pp. xii+347. $3.50. 

In what is one of the best works on population to appear in recent 
years, Dr. Penrose, who is not only exceedingly well informed con- 
cerning the population problem of Japan but has a thorough grasp 
of the relevant economic theory (a grasp lacking in most students of 
population), appraises the Malthusian theory, offers a new concept 
of the optimum population, analyzes the population problem of Japan 
and treats of the relation of population to migration, international 
trade, and conflict. 

Penrose correctly rejects Malthus’ theory, which is based upon a 
certain conception of the laws of returns and of the psychical and 
physiological nature of man, as an unsuitable analytical tool. Penrose 
substitutes a careful treatment of returns for Malthus’ notion of the 
limitedness of land but fails to deal with the depletion of non-replace- 
able resources, in a sense the function of time even as is the concept 
“factor of production.” The non-population character of checks often 
loosely associated with population pressure is indicated. It is shown 
that Malthus’ theory precluded his conceiving of an optimum popula- 
tion in the modern sense or of a permanent state of underpopulation 
and that his assumption that the principle of population is the source of 
progress compelled Malthus to reject birth control. To the reviewer 
it seems that this rejection was logically necessary only on the supposi- 
tion that birth control devices if used at all would necessarily become 
so effective as to palsy the principle of population. It is possible, 
moreover, that Malthus gave more weight to the need for moral 
restraint and for population to lag behind production than Penrose’s 
analysis would imply. 

Penrose rejects the concept of an optimum population, measured 
in terms of income, because what that income ultimately yields to the 
consumer in the form of stimuli may not correspond to what is best for 
the consumer. Accordingly, he redefines the optimum as follows: 
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The per capita welfare optimum population for any area is that popula- 
tion in which per capita income stands at a maximum when it is spent in the 
consumption of the composite commodity that, in the light of existing sci- 
entific knowledge, makes a greater contribution to welfare than, in the 
existing state of the arts, can be made by any alternative composite com- 
modity. 


The author recognizes that at present only a portion of the goods 
consumed are scientifically appraisable in terms of vitamines, calories, 
etc. His definition, however, raises the question whether or no, other 
things equal, individual and communal satisfaction would be at a maxi- 
mum if individual tastes in respect to all types of goods were approxi- 
mately homogeneous. For then the rate and direction of individual 
behavior would not be at variance with the communal rate and direc- 
tion, and many current sources of dissatisfaction would be removed. 

In the opinion of the reviewer population theory is concerned with 
the secular trends in production and in the standard of living and with 
the reciprocal interrelation of these two trends. Since both the extent 
to which certain inventions can be used and the period for which a 
given level of income can be maintained are dependent upon the rate 
at which relatively exhaustible resources are depleted, one may con- 
clude that any growth of numbers which does not for a given period 
elevate welfare, as defined by Penrose, is undesirable. Penrose gives 
little attention to the origin and diffusion of tastes or to the effect 
upon individual conduct and dissatisfaction of the spread between the 
objective and the subjective standards of living. Given this distinc- 
tion it does not always follow that a rising per capita income will 
allay unrest. 

In Japan, as elsewhere, although the low age at marriage and the 
lack of knowledge of birth control (and not ancestor worship) still con- 
duce to a relatively high fertility, birth control is spreading, the true 
rate of natural increase gives promise of steadily falling, and the 
maximum population will probably not exceed 80,000,000. More- 
over, as production has outstripped population, the checks are largely 
preventive, many of the seemingly positive checks being traceable to 
non-population factors such as diet. 

The immediate problem of Japan, as of Asia, Penrose shows, is one 
of agricultural overpopulation, a concentration of too large a propor- 
tion of the population in an occupation dependent upon the relatively 
most scarce factor, land. The solution (i.e., the elevation of average 
income despite population growth) consists in a shift of part of the 
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existing population and of new increments of population to non-agricul- 
tural occupations, particularly to those in which the relatively abun- 
dant factor, labor, is important. Japan’s resources and geographical 
location are such as to permit this solution provided that Fascism at 
home and abroad coupled with other forms of protectionism do not 
prevent Japan’s exchanging her relatively abundant resources for the 
relatively abundant resources of other lands. Thompson’s proposal 
that the Japanese be permitted to immigrate into less peopled areas is 
rejected upon the ground that Japan cannot economically afford to 
export the capital necessary to facilitate such emigration. Penrose 
finds Manchuria less important to Japan than other external regions. 
Japanese military activity is attributable to the depression rather than 


to population pressure. 
J. J. SPENGLER 


Duke University 


Principles of Foreign Trade. By C. E. Grirrin. (Rev. Ed.) New York: 

Macmillan Co., 1934. Pp. xii+476. $3.00. 

Four different aspects of foreign trade are treated by Dean Griffin: 
(1) the theory of international values; (2) the facts of America’s trade 
with foreign countries; (3) the technique of importing and exporting; 
and (4) commercial policy. The author notes the divergence between 


scientific doctrine on the one hand and the popular views of business 
men and the policies of governments on the other. His aim is “to 
bring the teachings of accepted economic theory into the realm of busi- 
ness and government policy.” There is no hint that business or politics 
may have a contribution to make to the development of theory. 

With this introduction, the reader is prepared for orthodoxy in the 
discussion of absolute and comparative advantage, and for the classical 
theory of the adjustment of price levels through the free movement of 
gold. Dean Griffin realizes that the latter is something of an an- 
achronism, now that so many important trading nations are off gold. 
Chapters vi and vii (“The Balance of Payments” and “Foreign Trade 
of the United States’’) are lucid and comprehensive. Chapter vii is 
made both interesting and instructive by the consideration of geo- 
graphic factors influencing the direction and composition of imports and 
exports. 

The bulk of the book—chapters viii-xiv, and chapter xvii—is de- 
voted to business techniques, marketing, transportation, finance, and 
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insurance. Such matters have little or no connection with either the 
theory of trade or with commercial policy. They are included, I sup- 
" pose, as a matter of convenience and economy, for students. But the 
result is an unfortunate compression of material. The juice is squeezed 
out of the subject. The author’s exposition is well-planned, but it 
suffers from lack of adequate illustrative material. To describe in inter- 
esting and instructive fashion the complex functions of brokers, mer- 
chants, commission men, and the intricate dealings of banks specializ- 
ing in foreign trade, a writer needs much more than 160 pages. To give 
life to the subject and to avoid oversimplification he needs constantly 
to introduce new “cases,” and cases are bulky. 

In the closing chapters dealing with commercial policies (chaps. 
xviii-xx) Dean Griffin gives a balanced treatment of the arguments for 
and against protection. He exposes the fallacies in old arguments based 
on the advantages of a home market, the danger of competition with 
pauper labor, and the desirability of a favorable balance of trade. The 
strength and weaknesses in the newer arguments for isolation are re- 
vealed. A commercial policy of isolation is shown to require the adop- 
tion of a planned economy at home. 

The extensive consideration given to pre-war commercial] policies, 
both European and American, seems out of proportion to the scanty 
treatment accorded to post-war developments. England’s return to 
protection is not mentioned, nor the attempts (1927-31) to reduce 
European tariffs by concerted action. The single page devoted to the 
Smoot-Hawley Tariff is inadequate and misleading. The author states 
that “The act was finally signed by President Hoover and defended by 
him on the ground that it represented a genuine reduction in rates, al- 
though an impartial examination of the schedules would hardly sub- 
stantiate that conclusion” (italics mine). There is no evidence that 
Mr. Hoover had the gall to contend that the act of 1930 was revision 
downward; he was concerned, however, to show (1) that it was a 
“limited” revision, and (2) that agriculture profited more than manu- 
facturing. In President Hoover’s statement of June 16 he asserted that 
duties had been increased on 890 items and decreased on 235. 

The book (printed May, 1934) contains no reference to the extensive 
tariff powers given to the President under Section 3(e) of NIRA, nor 
does it mention the President’s proclamation of January, 1934, devalu- 
ing the dollar. 

Teachers will regret the lack of bibliographical references and other 
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teaching aids. But, on the whole, they ought to find the book distinctly 
useful. In situations where a single volume must be relied upon for al] 
reading assignments, it is probably the best book on the subject now 


available. 
P. W. BIDWELL 


University of Buffalo 


The Tariff on Sugar. By Lippert S. Exxis. With Introduction by the 
editors, J. R. Commons, B. H. Hrpparp, and W. A. Morton and an 
Appendix by W. A. Morton. Freeport: Rawleigh Foundation, 
1933. Pp. 190. $0.50. 

The Tariff on Dairy Products. By ROLAND R. RENNE. With Introduc- 
tion by the editors, J. R. Commons, B. H. Hipparp, and W. A. 
Morton. Madison: Tariff Research Committee, 1933. Pp. 176. 
$0.50. 

The Tariffs on Barley, Oats and Corn. By THEODORE W. Scuutzz. 
With Introduction by the editors, J. R. Commons, B. H. Hrsparp, 
and W. A. Morton. Madison: Tariff Research Committee, 1933. 
Pp. xvii+116. $0.50. 

In these monographs, the first of a series of special studies upon agri- 
cultural tariffs being prepared at the University of Wisconsin under 
the direction of a committee consisting of Professors John R. Commons, 
Benjamin H. Hibbard, and Walter A. Morton, the American prices are 
carefully compared with world-prices apart from transportation costs, 
and any differential between domestic and world-prices attributed to 
the effect of the tariffs. Some allowance is made for special disturbing 
factors, on the basis of general observation and theoretical reasoning. 
In calculating benefits to producers and costs to consumers of tariffs, 
the quantity of domestic production, and that of domestic consumption 
are multiplied by the price differential, unless the differential is greater 
than the tariff rate, when the tariff rate is used. The extent to which 
the alleged benefits to producers are offset by higher costs for increased 
domestic production is given inadequate consideration. A fundamental 
limitation of the “price differential” method is recognized by the au- 
thors and editors; it is inadequate to deal with long-run effects and 
hence it provides no basis for forecasting the effect of changes in tariff 
rates. 

In the study of tariffs on dairy products, too much emphasis is 
placed on prices with insufficient analysis of the markets for the prod- 
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ucts. In the case of commodities for which no organized markets ex- 
ist, the prices of which fluctuate greatly from point to point and adjust 
very slowly to an assumed world-market, an average price differential 
would hardly seem a very accurate measure of the effect of a tariff. Yet 
upon the basis of such differentials benefits are calculated and presented 
as actual benefits to producers with inadequate warning that at best 
a price differential merely indicates possible benefits to producers. The 
differential on imported Swiss cheese is used to calculate the benefits 
to the producers of domestic Swiss cheese, in the face of evidence which 
indicates that the two are distinct commodities because of differences in 
quality. A number of loose statements appear in the studies. The price 
theory back of statements such as the following is at best conjectural: 
“The price in the United States is determined by the London price 
plus the Cuban tariff rate. For that reason, the Cubans will be inter- 
ested in shipping as little sugar as possible to that market since receipts 
there will tend to lower the world-price, the base upon which the price 
in this country is established” (p. 108, The Tariff on Sugar). 
W. O. SurITER 
Guilford College 


Tariff Retaliation. By JosEPH M. Jones, Jr. Philadelphia: University 
of Pennsylvania Press, 1934. Pp. x+352. $3.00. 

Samuel Crowther, in one of the pamphlets with which the Chemical 
Foundation endows the economic profession from time to time, notes 
that when the Hawley-Smoot Tariff Bill was in the White House for 
final disposal, “a large group of economists were herded by someone 
into the signing of a memorial of protest” and adds that it certainly 
“seems odd that so large a group of men holding positions of responsi- 
bility in educational institutions should have signed a group of words 
without knowing the implications of the words.” Dr. Joseph M. 
Jones, Jr., has indirectly given Mr. Crowther a crushing rejoinder in 
a careful study of the “repercussions of the Hawley-Smoot Bill.” 

Tariff Retaliation is more, however, than a study of the foreign 
consequences of the American tariff of 1930. It gives incisive and 
carefully documented case studies of the mechanics of foreign trade 
policy in Spain, Italy, Switzerland, France, Canada, Great Britain, 
and Austria, as well as a searching chapter on the most-favored-nation 
clause. There are few items in the literature that give such a graphic 
picture of the variety of factors that effect the making of policy and 
are themselves in their turn effected by it. It is easily the best refer- 
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ence for a concrete documentation of the general principles laid down in 
the economists’ manifesto of which Mr. Crowther speaks. It is also 
prescribed reading for those who belittle trade barriers—and particu- 
larly American tariff policy—as a factor in the breakdown of the last 


five years. 
Harry D. GIDEONSE 


University of Chicago 


Lezioni di economia generale e corporativa. By GrusEpPE Uco Part. 
Vol. I, 292 pp., L. 35; Vol. II, Della moneta, 317 pp., L. 35; Vol. III, 
Teoria delle flutiuazioni economiche—l’ ordinamento cor porativo Itali- 
ano, 243 pp., L. 25. Padua: Casa Editrice Dottor Antonio Milani, 
1934- 

It is not often that the best tribute that could be paid to a book is 
paid by its enemies; yet this is the case with respect to the three vol- 
umes of Lectures on General and Corporative Economics under review. 

Professor Papi, of the University of Pavia, has recently been singled 
out for a particularly violent attack which has been carried even into 
the daily press (see, e.g., La Sera, of Milan, for January 19, 1935) by 
one of the high priests of a new cult that has arisen in Fascist Italy. 
The chief tenet of this cult is that the advent of Fascism and the eco- 
nomic policies which are supposed to be peculiar to it have made neces- 
sary the abandonment of all of traditional economic theory. This, in 
itself, might be treated as a harmless aberration, were it not for the 
fact that, within the past year or two, all professors teaching general 
economics in Italian universities have been instructed to include in 
their teaching something called “Corporative Economics.” The im- 
mediate danger has been that these instructions would be interpreted 
in the sense given to the term “Corporative Economics” by the high 
priests of the cult just mentioned, who would make of Corporative 
Economics a compound of the most extreme utterances of the German 
Historical School, American Institutionalism, the Universalism of 
Othmar Spann, and, in general, of all of those movements which lie to 
one side of the main stream of traditional economic doctrine. 

The heinous sin with which Professor Papi’s three volumes have 
been charged by the most persistent of Fascist Italy’s heresy hunters 
is the sin of evidencing a belief that this traditional economic doctrine 
is, in its essence, an analytical discipline the validity of which is un- 
impaired by developments in the field of economic policy, whether 
these developments take the form of a “Corporative State” or not. 
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There is no suggestion that his writings display hostility to the eco- 
nomic policy of the Fascist régime; indeed, it would take a sharp nose 
for heresy to find any trace of such an attitude in the calm pages 
(Vol. III, pp. 133-243) which Professor Papi devotes to the “Italian 
Corporative Order.” Nor is there any suggestion that Professor Papi 
would deny that the acts of the Fascist government, if they turn out to 
be really “new,” may provide the economist with a fruitful field of 
study. Professor Papi’s crime is that, in the first two volumes and the 
first half of the third, he has presented, with admirable modesty, the 
elements of economics as it is taught in the better universities of the 
world. 

The discussion in La Sera, to which reference is made above, was pre- 
ceded by an ominous editorial note, reporting, with approval, that a 
group of university students in Rome had protested to the secretary 
of the Fascist party that what was being taught them as “Corporative 
Economics” was merely traditional economics under a new label. 
A few more incidents of this kind—and no one can doubt that such 
incidents can be arranged on short notice by interested parties—and 
the glorious tradition of Italian economics will be in jeopardy. 

In an “authoritarian’”’ state, the decision is supposed to rest entirely 
with one man. It was Mussolini who made Vilfredo Pareto a Senator 
of the Realm. If Pareto were alive today, would the head of the Italian 


government permit him to be badgered into abandoning forever the 

traditional corpus of economic theory, which he had helped to create, 

in favor of the “Corporative Economics” of Professor Gino Arias? 
ARTHUR W. MARGET 


University of Minnesota 


Theorie der Produktion. By Erich SCHNEIDER. Vienna: Julius Spring- 

er, 1934. Pp. v+92. RM. 6.60. 

Edgeworth described Marshall as “bearing under the garb of litera- 
ture the armor of mathematics.” The same may be said in a modified 
sense of Dr. Schneider. Fundamentally, his approach is that of a 
mathematician. Nowhere in economics are mathematical methods 
more appropriate than in the analysis of production. Here the work of 
the economist parallels and supplements that of the engineer. The 
author, however, makes no undue display of the gruesome instruments 
of his art. His mathematical symbols are so inconspicuously placed 
that the non-mathematical reader may follow him with comparative 
ease. 
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The limitations of this little book are recognized by the author him- 
self. Production is a time-consuming process. The author treats of 
production as if it were instantaneous. Production by any individual 
firm depends upon conditions in the industry asa whole. Dr. Schneider 
centers his attention on the individual firm. Yet, as an introduction to 
more advanced problems which no one has solved, the book serves a 
useful purpose. The author draws heavily upon Henry L. Moore and 
Scandinavian economists, introducing the latter to a wider audience. 
His own most significant contribution is a distinctive treatment of the 
“limitational” factors of production (those which have to be used) as 
opposed to the “substitutional” factors (those among which a choice 
is possible). 

A. J. NicHoL 
Duke and Yale Universities 


The Mainstay of American Individualism: A Survey of the Farm Ques- 
tion. By Casstus M. Cray. New York: Macmillan Co., 1934. Pp. 
xili+ 269. $2.50. 

Mr. Clay is a business man. His volume exhibits a sympathetic un- 
derstanding of farms, farmers, and their problems. The point of view 
is presented against a historical background. It traces the develop- 


ments and growing intensity of the conflict between the farm and fac- 
tory. Legislatively, the man on the land has fought a losing battle. The 
farmer emerges from this prolonged struggle as a balancing force be- 
tween the wealthy few and the propertyless many of the city. He 
stands as the largest segment of the revered middle class. Farming is 
not only a business; it represents a civilization, a protecting bulwark of 
accepted existing governmental institutions. 

The author is a professed democrat. His attitude toward the tariff 
is the traditional one of that party. The burden of his thesis is that 
every scheme to remove existing inequalities between agriculture and 
industry, except currency inflation, is closely connected with tariff, 
foreign debts, and foreign policy. This connection, he claims, is not 
readily admitted, and in many cases not clearly comprehended in most 
of the public discussions. Agricultural economic problems are not local; 
they are national, with a goodly flavoring of the international. 

Mr. Clay points out that protection and prosperity are not synonym- 
ous, but that protection and special privileges are synonymous. Since 
the effects of the tariff on agricultural commodities are relatively unim- 
portant, the system transfers wealth from the agricultural regions to the 
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industrial north and east. Agricultural surpluses are manifestations of 
the tariff disease. 

Considerable space is given to the relief programs of the past decade: 
the equalization fee principle, the export debenture program, and the 
orthodox Coolidge-Hoover higher tariff and co-operative marketing 
measures. At the time of the creation of the Federal Farm Board, the 
government could make one of two obvious choices with respect to 
placing farmers on an equality of opportunity basis with other econom- 
ic classes of society: withdrawal of tariff subsidy to industry, or sub- 
sidize agriculture. It chose the latter. The Farm Board lost an esti- 
mated $360,000,000 in the attempt to boost farmers to the privileged 
level of industry. 

If it be accepted that high tariffs are the established order, what is 
to be done about the present situation? The more important lines of 
proposed action are discussed: the farmer may become less efficient 
by becoming more self-sufficient; become more efficient on a mass pro- 
duction scale through corporation farming; collectivize 4 la Russia; re- 
move submarginal farms and farmers; grow less—the new deal way; 
and, farm strikes. None of these proposals are wholly acceptable to the 
author. He realizes the difficulties involved in taking the other route, 
that of stimulating international trade, but he believes that the results 
will justify the efforts. 

The book went to press in July, 1933. Hence it was impossible to 
cover the workings of the recent Agricultural Adjustment and the 
Farm Credit programs. The author does, however, pass judgment upon 
certain of their fundamental characteristics. The New Deal is looked 
upon as a transition period of experimentation. It has furnished, he be- 
lieves, the courageous leadership necessary in launching the necessary 
new attack upon a different front. 

In the reviewer’s opinion, the most important contribution in this 
work lies in the analysis of the historical setting of the farm problems 


that make up the present agricultural crisis. 
ASHER HoBson 


University of Wisconsin 


Technics and Civilization. By Lewis Mumrorp. New York: Har- 
court, Brace & Co., 1934. Pp. xit+495. $4.50. 

With this book Mr. Mumford adds to his writings in the field of so- 
cial interpretation a work which is both historical and prophetic. It 
is a study of the cultural effects of the development of “the machine,” 
defined as “the entire technological complex.” 
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Before he describes the future position in society which it is his hope 
that “the machine” will come to occupy, Mr. Mumford traces those 
“cultural preparations” and “agents of mechanization” which have 
brought “‘the machine”’ to its present place in our civilization. He con- 
cludes that there is nothing inevitable in the relationship which has ex- 
isted between capitalism and “the machine.” In the recognized evils of 
nineteenth- and twentieth-century society the latter, he says, has been 
essentially a “neutral agent.” Capitalism has been the malicious ele- 
ment in the unnecessary partnership. Thus it is possible for Mr. Mum- 
ford, as it has not been possible for so many other idealists, to build his 
Utopia about a firm acceptance of “the machine.”’ He foresees a soci- 
ety in which this “neutral agent” is allied with, and made to serve, a 
new scale of social values organized around “human efficiency,” in- 
stead of the old values dependent on pecuniary efficiency. 

The history of “the machine”’ in its cultural setting is described in 
terms of two culture-epochs. The Eotechnic, extending from the thir- 
teenth century to the end of the seventeenth, was the period of “organic 
resources” (wind, water, and wood) whose “goal” was “a greater in- 
tensification of life.” The Paleotechnic, covering the eighteenth and 
nineteenth centuries, was an age of the supremacy of “inorganic”’ re- 
sources (coal, iron, and steel) and activity (mining, industrial “giant- 
ism,” cultural murkiness, and hypocrisy). The “goal” of this period 
was a “quantification of life” and a shift from “life-values” to pecuni- 
ary values; this set the stage for the economics of free enterprise—“The 
Empire of Muddle.” 

In elaborating his discussion of these eras, Mr. Mumford draws gen- 
erous inspiration from Sombart, Max Weber, Veblen, Marx, Patrick 
Geddes, Spengler, and even D. H. Lawrence. But, far from facing the 
methodological and intellectual problems involved in an “institution- 
al,” or “historical” approach, Mr. Mumford intensifies them. His com- 
plete, unquestioning subjectivism has at times the quality of lyric 
poetry rather than sociological interpretation. The reader cannot but 
be suspicious of an eclecticism of this sort, which reveals, in addition, an 
almost total dependence on secondary historical sources. 

It is, however, in Mr. Mumford’s description of the Neotechnic era, 
a possible, and for him desirable, future culture period, that he is open 
to most severe criticism. This is to be the era of a return to “organic” 
resources (water, electricity, aluminum, the precious alloys) and activ- 
ity (regionalization, small units, “functionalism” in art and life). The 
“goal” will be complete automatism of production (“displacement of 
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the human proletariat’”’) and a social assimilation of “the machine” cul- 
minating in “aesthetic efficiency.” Unlike the other periods, this one 
is to be inaugurated by, and to exist upon, a basis of “social energetics.” 
That is to say, he proposes a deliberate planning of every aspect of cul- 
ture in the interests of one value, “human efficiency.” This planning 
will be comprehensive in scope, directing every phase of agriculture and 
industry, governing the growth and distribution of population, and 
“normalizing consumption.” Finally, “creation is to be socialized”’! 

Surely Mr. Mumford is the most sanguine of the “planners.” He 
surpasses even Stuart Chase and the technocrats, from whom he bor- 
rows his concepts of an “economy of abundance”’ and of energy as ulti- 
mate value. We are told that the task of planning will be complicated 
(!), and that it will require the services of the geographer, the regional 
planner, the psychologist, the educator, the sociologist, and the skilled 
political administrator. Not a paragraph, however, is devoted to the 
economic, political, social, philosophical, educational, or geographic 
problems inherent in any program of State Planning. 

Mr. Mumford is to be congratulated on his attempt to provide con- 
sistent historical background for the humanistic idealism which is ex- 
pressed in his Utopia. Nevertheless, there is uncertainty, to say the 
least, in his use of words vital to his meaning (“organic,” “efficiency,” 
“functional,” etc.), and there is lack of critical analysis and judgment 


in all the specifically economic discussion. One can only envy the con- 
fidence which Mr. Mumford displays in his cavalier treatment of cer- 
tain fundamental problems about which the last word has not been, 
and perhaps cannot be, said. 


F. TayLor OSTRANDER 
Williams College 


Umschichtungen in den herrschenden Klassen nach dem Kriege. By 
RosBert MicHeEts. Stuttgart-Berlin: W. Kohlhammer, 1934. Pp. 
vi+133. RM. 6.80. 

Only an unusual social scientist can publish works in the Third 
Reich which are genuine contributions to social science and not mere 
propagandistic drivel. Robert Michels is such a social scientist. His 
latest book, though approved by the Nazi censors, is genuine socia! 
science. His Weltanschauung, to be sure, is not widely at variance with 
that of the Fascist dictators in Italy and Germany. But fortunately 
the value of his contribution is not determined by his Weltanschauung, 
for he follows the tradition of Machiavelli and Pareto and comes close 
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to achieving a technique of social and political analysis which may be 
applied to any community, regardless of the prevalent symbolisms and 
state forms. 

He is here concerned with a phase of what is (or should be) one of the 
central problems of students of society—that of the criteria of social 
stratification, the structure of the social pyramid, and the relation- 
ships between the groups at its apex and the subordinate groups or 
classes. More specifically, he is interested in the post-war composi- 
tion of the élite in Germany, France, Italy, and Russia. The difficult 
problem of defining the élite he attacks boldly. For him there are 
three élites, whose composition and interrelationships are worthy of 
study: the economic élite or the plutocracy, the political élite or the 
holders of public posts, and the intellectual élite at the apex of the 
spiritual-literary-academic pyramid. In fact, there are of course as 
many élites in every society as there are values which evoke social 
deference. Marx emphasized one, the propertied élite, and made all 
others its servants. Karl Mannheim insists upon four: political, 
organizing, scholastic, and artistic-religious. Numerous other classifi- 
cations are possible. 

In any case, Michels’ threefold classification furnishes a basis for a 
brilliant and highly suggestive analysis of the European ruling classes. 
In his initial and concluding chapters he states the problem and sum- 
marizes his formulation. In the three intervening chapters are illumi- 
nating treatments, with special reference to Germany, of the composi- 
tion of the aristocracies of land and of money, the changing social 
components of the academic intelligentsia, and the vocational composi- 
tion of the politician caste. Michels is not above the use of statistics. 
His numerous references to sources, coupled with an excellent bibliog- 
raphy, are invaluable. The analysis is tentative and incomplete. But 
it points in a direction which might well be followed by social scientists 


everywhere. 
FREDERICK L. SCHUMAN 


University of Chicago 


Introduzione allo studio della sociologia. By FRANCESCO DE JuLIo. Flor- 

ence: Privately printed, 1934. Pp. 126. L. 12. 

The author attempts to formulate what he calls laws that determine 
the evolution of social aggregates. It is difficult to perceive how these 
“laws” differ from generalizations already established by the physical, 
biological, and social sciences. The author states that his researches 
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lead him to make the “profound” discovery that persons are products 
of a great number of factors, and these factors can be grouped under 
four distinct categories. These four categories he calls heredity, physi- 
cal environment, social environment, and individual initiative. The 
distinction made between heredity and individual initiative is quite 
superfluous and meaningless. Using these same four categories, the 
author examines some statistical data dealing with demography, the 
distribution of mental and physical characteristics in populations, so- 
cial stratification, miscegenation, and social mobility. His conclusions 
are already well known and add nothing to sociology. 

It is difficult to understand why this book was written. De Julio 
seems to have little knowledge of what has already been done in soci- 
ology, and if this book brings him any attention, it could not possibly 


be of a type which he would find agreeable. 
E. D. MoONACHESI 


University of Minnesota 


City and Country: A Study in Fundamental Economics. By P. C. ARM- 
sTRONG and F. E. M. Rosrnson. Toronto: Macmillan Co. of Can- 
ada Ltd., 1934. Pp. xi+145. 

This book is an offering at the altar of laissez-faire. Not in a long 
time has there been a statement by economists of such faith in the doc- 
trine as these authors profess. Their ideal of a state is one which pro- 
vides “law and order” and “the protection of person and property.” 
The reader is likely to arrive at the conclusion that the study might 
well be designated “‘a study by economic fundamentalists” rather than 
as a study in fundamental economics. However, the book deals with 
certain specific problems, not with the whole fabric of economic the- 
ory. Its theme is the dependence of the city, and likewise all humanity, 
on the use of the soil. A few quotations will make plain the length to 
which the authors go in this direction: “To our mind, the whole prog- 
ress of man must derive from, and be conditioned by, his ability to win 
wealth from the soil.” “Cities as we see it must fall because of bad 
farming, or because they become too big to be maintained even by good 
farming.” In their own words, their “basic premise” is: “urban indus- 
trial development must depend on a large group of rural producers who 
have more than their own needs of raw materials each season, and can 
sell their surplus at such prices as will permit the producers to purchase the 
goods and services of others’’ (p. 59). From the standpoint of a surplus of 
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agricultural needs over the requirements of the farmers, the statement 
is true, even a truism. From the standpoint of the ability of farmers to 
buy the goods and services of others, it is not so clear. Must they pur- 
chase all of these goods? How well must farmers be paid? Should they 
be willing to work any stated number of hours for a given quantity 
of city-made goods? Should they be as well rewarded as the city labor- 
ers? These questions are unanswered, as well as virtually unanswer- 
able. If the farmers are losing caste because of the migration to the 
city of the brighter members of farm families, as stated by the authors, 
perhaps those left may be more easily satisfied than if the country had 
held its own intellectually. It may also be noted that the authors as- 
sume that the main source of wealth is agricultural soil. Hence, it must 
be assumed that the farmers will be the main buyers of city-made 
goods. Their view harmonizes with that of the Physiocrats. Since but 
a quarter of our people are on farms, and are perfectly competent to 
produce all the foodstuff we can possibly eat, just how much more of 
city-made goods could be sold to farmers were their numbers augment- 
ed by twenty to a hundred per cent? Or suppose the farmers should 
continue to produce more and more per man, is there not sufficient 
brains in the city to devise means of taking the cheapened food, cotton, 
flax, and tobacco, making use of it, and at the same time prosper by 
taking in one another’s washings, trading radios for clothes, boots and 
shoes for window hangings, etc.? If these people get their foods and 
fibers in exchange for a tenth of their fabrications, why must they fail 
merely because such goods don’t cost more? How any economic writer 
can consider farming districts as “those areas on which Occidental 
urban society depends for its economic support,” is probably not to be 
discovered by ordinary search or research. 

The authors believe that the overdeveloping of cities will result in 
economic crises, and that the way out of previous crises was through 
agricultural expansion. This reasoning will need further elaboration 
and more evidence. The authors commend the recent programs of 
English-speaking countries to restore prosperity in that they have tried 
“‘to make the farmers rich first,” and “This is, of course, the prerequi- 
site to general riches.” Their concrete suggestion in the way of a reme- 
dy for present economic ills is as follows: “The present unemployed 
population of the Occidental world could be set to work as hired labour- 
ers on existing farms without overcrowding the market for needed la- 
bour.” This will not appear so startling when one notices the satisfac- 
tion with which the authors report having seen “four men mowing 
grain with scythes, while an unused binder stood in the farmer’s shed.” 
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In this country an exodus of all the unemployed to the farms would 
double the farm labor supply, and increase the output by a very sub- 
stantial percentage, not to mention the resultant revolution in farm 
management, rural housing, city housing problems, schools, and the 
like. If, and when, urban society is manifestly broken down beyond re- 
pair, there is likely to be an exodus of the unemployed to the country 
in some such numbers as the authors now suggest as a way out of some 
of our most serious troubles, a way which would relieve the “lack of an 
adequate working population in the older rural areas.” As a solution 
for unemployment, they suggest that “the unemployed go to work” — 
as “peasants” in new areas if need be. With more intensive cultivation 
on existing farms, and many more new farms, urban unemployment 
would, no doubt, be relieved. At the same time “Three Acres and Lib- 
erty” would be exemplified; competition in general farming would be 
intensified; and, above all, we would demonstrate the undoubted fact 
that the physical wants of man can be met in a much simpler and 
cheaper manner than can his recent standard of life be regained and 
maintained. 

The book abounds in sweeping, unproved statements which cannot 
be accepted without evidence. For example: The “trade in foodstuffs 
is the main part of world commerce’”’; ““Wages are fixed by some vague, 
ethical standard . . . .”’; “The very instinct of the human race tells us 
that rural life is the source of urban prosperity.”’ One is not surprised 
to confront the statement: “Discredited as is the doctrine of a na- 
tional ‘wage fund,’ it still bears a very accurate relationship to econom- 


ic truth.” 
BENJAMIN Horace HIBBARD 


University of Wisconsin 


The Agricultural Situation in 1931-32. 1933. Pp. viiit+536. 25 lire. 
The Agricultural Situation in 1932-33. 1934. Pp. viiit+-580. 25 
lire. Rome: The International Institute of Agriculture. 

These two reports prepared by the staff of the International Insti- 
tute of Agriculture are the third and fourth volumes in a series of 
annual “Economic Commentaries on the International Yearbook of 
Agricultural Statistics” for the corresponding years. The volume for 
1931-32 devotes its opening chapter to a consideration of the agricul- 
tural depression. Chapter ii reviews market conditions for important 
groups of farm products. Chapter iii is concerned with governmental 
measures of farm relief and chapter iv, with the actions of voluntary 
organizations in the various countries. Chapter v reviews economic 
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conditions of agriculture in different countries. The report for 1932-33 
follows substantially the same arrangement except that the opening 
chapter concerns itself with economic tendencies in world agriculture 
and particularly with aspects of economic planning. 

The discussions of main interest to the general reader are found 
mostly in the initial chapter of each of these reports. The remainder 
of the volumes is of value principally for reference use in supplying 
information regarding the market situation for different crops and the 
types of governmental measures developed in specific countries in an 
endeavor to effect improvements in the situation of their agriculture. 

The opening chapter of the first volume is an excellent review of 
factors involved in the agricultural depression. The first phase con- 
sidered is the structural background. In this, consideration is given 
to the effects of the World War, of technical changes of recent years, 
and of changes in the money and capital market. The second phase 
reviewed is the financial crisis, consideration under this head being 
given to changes in prices as revealed by wholesale and agricultural 
indexes. Monetary problems of various nations also are touched upon 
briefly. The third section of this chapter considers the agricultural 
situation as revealed by production, trade, price, unemployment, and 
related data. 

The opening chapter of the second volume likewise is divided into 
three parts. One deals with problems of planned economy, the second 
deals with commercial policy, while the third considers particularly 
economic planning in agriculture. Major attention is given to the de- 
velopment of restrictions upon international trade and the need for 
international co-operation is emphasized. It is pointed out that “Until 
this re-integration [of world economy] is well advanced, the national 
incomes of both the industrial and the agricultural countries will be 
reduced and the standards of life will remain below their normal level.” 
It is to be hoped that the truth of this conclusion may be appreciated 
more generally in order that national policies may be formulated in 
accordance therewith. 

The discussions of agricultural conditions in various countries and 
the reviews of steps taken to effect improvements give a cross-section 
picture of conditions and policies. To the general reader, the multitude 
of programs may be disconcertingly confusing. These parts of the 
reports, however, are very valuable as an encyclopedic reference for 
the students of these problems. O. B. JesNess 

University of Minnesota 
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The Climatic Regions of China. By B. BurcoyNE CHAPMAN. Nanking: 
University of Nanking, 1933. Pp. 77. $0.60. 

Chinese Government Economic Planning and Reconstruction since 1927. 
By Gipeon CHEN. Shanghai: China Institute of Pacific Relations, 
1933- Pp. 56. $0.75. 

Mr. Chapman presents in his monograph a contribution toward a 
final report on the general subject of land utilization in China, the gen- 
eral study being under the direction of Professor J. Lossing Buck of the 
University of Nanking. Mr. Chapman’s study is a step toward the 
ultimate goal of a satisfactory classification of the area on the basis of 
climate. There are a few pages of text with an account of the char- 
acteristics of the different climatic regions, and a valuable list of 
sources of weather data. The remaining pages contain an arrangement 
and classification of the available information in a series of charts and 
maps. The geographer and meteorologist will find an immediate inter- 
est in the new division of China into climatic regions; the economist 
may well await the final results of the land utilization study. 

Mr. Chen gives a brief account of plans for the economic develop- 
ment of China. He begins with Dr. Sun Yat-Sen’s “International De- 
velopment of China,” presents other plans of a general or regional sort, 
and deals finally with the “National Economic Council,” which is 
closely related to the work of certain technical advisers from the League 
of Nations. Mr. Chen is not satisfied merely to present such plans for 
economic development as have appeared in his country; he proceeds to 
weigh the plans and to add in his final pages certain wise and penetrat- 
ing comments of his own. As he sees the problem, it is one of capital, 
human resources, and natural resources. To get at the essential prob- 
lem within China, he sets aside the question of capital. This is not to 
say that he neglects this problem; on the contrary, he sees the impor- 
tance of capital from abroad and from overseas Chinese. The essential 
problem he finds not in the availability or lack of natural resources, but 
in the human field. ‘“The real issue at stake, as I see it, is the question 
of economic organization.” Putting into a single sentence a whole ar- 
ray of significant matters, Mr. Chen asks: “How can a civilization of 
peasant farmers, handicraftsmen, small traders, with its intelligentsia 
not yet free from the influence of the separation of hand from brain, and 
the old tradition of government irresponsibility for economic matters, 
be changed into a modern civilization . . . . ?”” Mr. Chen’s analysis 
shows how far we have moved from the naive assumption of the late 








428 BOOK REVIEWS 


nineteenth century—an assumption held by both Chinese and non- 
Chinese—that the “development” of China was a matter of importing 


an assortment of mechanical contrivances. 
C. F. RemMeR 
University of Michigan 


Le probléme mondial du blé. By Paut pe HEveEsy. Paris: Librairie 

Félix Alcan, 1934. Pp. vi+293. Fr. 30. 

Practically the whole of this book is devoted to presenting the 
author’s plan for solving the world-wheat problem. Actual analysis of 
that problem is meager and is based upon several misconceptions 
which are reflected in the proposed remedy. For example, in attempt- 
ing to explain the persistence of world-wheat surplus since 1928-29, 
M. de Hevesy does not mention the exceptionally heavy yields per 
acre throughout the world in 1928; and he alludes to the nationalistic 
wheat policies subsequently adopted in many European importing 
countries and in Russia without reference to their influence in curtailing 
wheat consumption. But, he is so firmly convinced that sown acreage 
is “le facteur decisif des variations de la récolte mondiale”’ (apparently 
without recognizing that this depends on the length of period con- 
sidered) and that world-wheat consumption is stable and inelastic, that 
he might even deny the importance of high acre-yields in 1928 and of 
the influence of governmental measures upon consumption. Yet 
variations in world-yields per acre of as much as 11 per cent between 
individual years (M. de Hevesy’s data), and even smaller percentage 
variations in annual world-wheat consumption, are significant when 
the problem is to explain a world-surplus carryover that probably has 
never exceeded 15 per cent of a normal world-crop. 

The author recognizes quite properly that elimination of the market 
pressure of surplus stocks is an essential condition to solution of the 
world-wheat problem. But in estimating the magnitude of recent 
world-wheat carryovers he goes far astray by accepting figures which 
include only stocks in the four major exporting countries and afloat 
for Europe. He calculates that in 1933 these stocks constituted only 
54 days of world-wheat consumption, and concludes that “world” 
stocks of this size are actually “desirable, necessary, and providential’”’ 
as insurance against deficiency. Only the distribution of these stocks 
and the economic conditions under which they were held appear to 
him to be unfortunate. Consequently, he proposes that every wheat- 
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consuming country of the world acquire and store stocks equal to 54 
days’ domestic consumption. But the wheat carryover in 1933, in the 
world, ex-Russia, ex-China, and ex-Asia Minor, actually amounted to 
something like 110 days’ consumption rather than 54." 

With a view to preventing new surpluses from arising, M. de Hevesy 
proposes an elaborate system of international control with a central 
International Wheat Office and in each country a co-operating National 
Wheat Office—a set-up common to a number of French schemes. An 
International Wheat Committee would each year estimate world-im- 
port requirements, determine export quotas, and set the price at which 
wheat could be bought by importing countries and sold by exporting 
countries—in every case through the International Wheat Office. The 
national office of each country would have a monopoly of the domestic 
wheat trade, would determine the price to be paid to domestic pro- 
ducers and the resale price to millers and other buyers, and would 
make annual recommendations regarding wheat sowings. Wheat 
growers would be free to follow or not to follow these recommendations 
as they should choose. But those growers (at least in exporting coun- 
tries) who elected to follow the recommendations would be classified as 
“conformists” and would receive a higher average price for their wheat 
than the “non-conformists.” 

M. de Hevesy claims for his plan that: (1) the “world”’ price of 
wheat would be increased without stimulating production; (2) wheat 
sowings would be reduced without resort to force; (3) increase in the 
price of wheat would not result in significantly higher bread prices; 
(4) the evolution of agriculture would-not be interfered with; and (5) 
the economic sovereignty of each country would be respected. The 
first-named result might be attained if the plan were executed in good 
faith. But acceptance of at least the three following propositions in- 
volves acceptance of definitions which appear artificial. Is not removal 
of profit by law a type of “force”? Are not increases of 25 to 50 per 
cent in bread prices in free exporting and free importing countries 
(increases indirectly admitted by the author to be possible) “signifi- 
cant”? Should “evolution of agriculture” be defined to permit govern- 
mental protection of wheat-growing in European importing countries? 
Finally, M. de Hevesy’s proposal is wholly impracticable. Develop- 
ments under the International Wheat Agreement of August, 1933, 


"Wheat Studies of the Food Research Institute, X (December, 1933), 134, 139, 
and XI (September, 1934), 24. 
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have not been such as to hold forth promise for any plan which de- 
pends for its success upon international] co-operation where supposed 
national sacrifices, even temporary ones, are involved. 


Food Research Institute HELEN CHERINGTON FARNSWORTH 


Stanford University 


La liquidation financiére de la guerre et la reconstruction en Europe cen- 
trale. By A. Antonucci. Paris: Marcel Giard, 1933. Pp. 463. 
50 fr. 

The liquidation of the Austro-Hungarian monarchy after the war 
has created a number of financial problems in addition to the economic 
and political ones, the intricacies of which are only known to a few 
technical experts. Mr. Antonucci is one of these experts, being a former 
director of the financial section of the Reparations Committee. His 
book is a purely descriptive study of legal and “practical’’ aspects in- 
volved in the financial liquidation and associated problems. 

Its first part (pp. 19-76) deals with the emergency credits to Austria 
for the sake of the repatriation of Austro-Hungarian war prisoners as 
well as with the later consolidation of those credits down to the Hoover 
moratorium. The second part (pp. 77-116) discusses the reparation 
problems as far as they have to do with the Danubian countries, in- 
cluding the problem of the state-held property and its nationalization, 
and the repartition of the so-called liberation debt, and hence with the 
detailed description of the Hague Conference (1930) and its results- 
The most important third part (pp. 208-360) is devoted to the so- 
called financial clauses of the peace treaties, dealing with such intricate 
questions as the disposition of the Austro-Hungarian assets, the regula- 
tions with regard to foreign and falsified money in occupied territories, 
the pre-war public debt, the liquidation of the Austro-Hungarian 
Bank, and of the Siidbahn, etc. The fourth part on “Reconstruction” 
gives a good survey of the different plans to reconstruct Austria and 
Hungary and their results in the form of League of Nations loans. 
The book closes with the period ending January, 1933. 

On the whole this is a very useful compilation, needed by the stu- 
dent of international affairs in general and of the problems involved 
in particular. The author does not pretend to be a political scientist or 
economist. His concluding short remarks on a project to establish a 
Caisse internationale (pp. 449 f.) to solve the credit problem of the 


Danubian countries might as well have been omitted. 


University of Chicago MELCHIOR PALYI 
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